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Our Mission

To provide the right financial solutions and superior customer service

through local people injoçal markets making local decisions

In 2012 Sun Bancorp Inc advanced its leadership role in the financial services industry through the continued

execution of our corporate strategy to strengthen and grow the Company Our collective achievements this

past year in rebuilding the strength of our balance sheet and diversifying our revenue sources have enabled

Sun to reinforce its position as banking leader in the marketplace Our vision is to be New Jerseys premier

statewide bank providing the core products and services that our customers need to achieve their financial

goals Our accomplishments in 2012 put us closer to achieving that vision

Despite ongoing challenges in the financial services industry including lingering soft economy sweeping regulatory

change intense competition among banks and an environment of low interest rates and tight margins Sun has continued

to execute on its strategy to improve asset quality build solid foundation for the future and provide exceptional value and

service to our customers In 2012 earnings were unacceptable However with improving revenue trends and significant

reduction in problem loan levels and associated expenses the Company is well positioned for earnings improvement We

expect to be at peer asset quality levels in 2013 after number of years of challenges

At the same time we were implementing actions to de-risk the balance sheet we grew our commercial lending and

residential mortgage lines of business to realize our revenue growth potential We bolstered Suns leadership by naming

accomplished professionals to both our management team and Board of Directors Overall Suns foundation has been

solidified with the addition of exceptional talent significant risk reduction the installation of new systems and the execution

of sound business strategies which position the bank for success in future years These efforts have been time consuming

but as we close out the year we are energized by the opportunity which lies ahead

GROWTH ACHIEVEMENTS

Made progressive and substantial improvement in our asset quality profile

Accelerated the disposition of legacy troubled assets/risk reduction actions and reduced held for investment

non-performing loans to $83 million or 3.6% of loans held for investment

Through aggressive de-risking efforts Sun is now on target to meet and exceed the asset quality metrics of

industry peers in 2013

Improved the revenue generation platlorm through expansion of our Sun Home Loans residential mortgage

operations which booked $666 million in loans equaling 246% growth core commercial loan production

increased by 17% to$378 million

The prudent and effective deployment of our capital has allowed us to execute on our strategies while maintaining

solid capital ratios and liquidity As of December 31 2012 total risk-based
capital

was 13.7% well above the

regulatory required level

Enhanced management team with the addition of new Chief Financial Officer new Chief Risk Officer and

new managers of Special Assets and Loan Review

Suns achievements in 2012
fully demonstrate the power of our customer relationships spirit of teamwork and dedication

to providing solutions that best serve our clients needs
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Commercial Banking

Sun supplies the financial fuel for wide range of companies throughout the region enabling leaders to reinvest in their

businesses and be ready for economic rebound and growth Sun provides sophisticated and diversified product set for

customers including cash management and electronic banking services as well as wide range of commercial lending

options With focus on creating customized solutions to meet each clients specific objectives we enable companies to

maximize their competitive advantage seize opportunities for growth and achieve their financial goals

In 2012 our commercial lending teams core loan production was $378 rriillion up 17% from $323 million the prior year

with more than hall of that production coming from new customer relationships We also continued to achieve growth in

our specialty lending groups including Asset-Based Healthcare and Commecial Real Estate which together achieved an

increase in product on of $48 million or 35% Cl production increased $57 million or 42%

This growth is the result of the strong partnership between our commercial and tactical marketing teams who are effectively

targeting opportunities where our capabilities and solutions provide better match for qualified customers Despite increased

competition in the marketplace for business loans Sun was able to build market share and create strong loan pipeline

going into 2013

Retail Banking

Sun is proud of the longtime customer relationships we have developed with individuals families and small businesses

through our branch network The power of our relationships with both heritage and new customers in our Retail division is

demonstrated by the growth this past year in our consumer and small business operations retail core deposits increased by

$23 million or for the year and retail DDA balances grew $8 million at year end from the prior quarter

Committed to delivering the value ad options our customers are looking for Sun launched Boomerang Checking in 2012

unique checking account with no minimum balance and no monthly service fee free convenience services upfront cash

incentives and ongoing cash rewards Boomerang has been well-received by customers and remains strong product

option at time when other banks have eliminated free checking options imposed new fees and cancelled debit card

rewards programs on their free or lower-cost checking accounts

Sun Home Loans

Sun National Bank is always focused on innovative ways to serve residential and commercial customers grow revenue

and hire industry leaders key element of Sun competitive advantage is the ability to be nimble and strong enough to

capitalize on market disruption and create growth opportunities as it expands its reach and service to customers In early

2012 Sun more than doubled the size of its New Jersey residential mortgage team by hiring 50 seasoned mortgage

professionals at Sun Home Loans the residential lending division of the bank The new hires brought an impressive record of

achievement and an in-depth understanding of New Jerseys residential markets to Sun as well as like-minded personal

approach that hono relationships and offers accessibility at the community level Seizing this opportunity has enabled Sun

National Bank to achieve impressive growth in non interest income in an environment where interest earning assets are

more difficult to bui

Sun Home Loans booked $666 million of mortgage loans 246% increase from 2011 and achieved gain on sold

loans of $1 0.5 milliDn 223% increase from 2011 The Company remains confident that the expanded Sun Home Loans

division will increase our brand recognition enhance our residential mortgage platform foster cross-sell into retail and small

business and enable us to build non-interest income We also anticipate the continued growth of our mortgage business

will expand valuable brand awareness throughout our footprint especially in markets where Sun has fewer retail locations
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lndustiy Leadership

Sun prides itself on being an industry leader and innovator in service to our customers the business marketplace and the

community at large In 2012 leveraging our growing online presence and engagement with social media users Sun created

Briiiantbusiriessstory corn micro-website for business owners and entrepreneurs In this online forum business owners

from anywhere can share their own stories about useful idea or powerful decision one of those brilliant discoveries

when the
light

bulb lit up and led to success and also provide tips or solutions ask questions or even promote their

products or services

Additionally to optimize the online user experience Sun enhanced the design and features of its corporate website and

streamlined the online banking process

SUN DIFFERENCE

Sun offers the best of both worlds the experience knowledge products and services of big bank combined with the local

relationships market knowledge and accessibility of community bank Sun bankers have sophisticated approach and

broad experience which enables us to deliver ideas insight and innovative solutions for commercial and retail customers

Sun professionals live and work in the same cities and towns as our customers so we understand the nuances of different

communities and have local market intelligence the power of which our customers can tap into to fuel their own success

Because we make decisions at the local level we are nimble accessible and responsive to customer needs Our competitive

advantage has enabled us to deepen and expand relationships with existing customers and to forge productive relationships

with new customers the power of these unions continues to help Sun strengthen and grow

Sun National Bank has vested interest in restoring the vitality of our shared economy and moving our region forward

We value our role as partner to thousands of businesses and families in meeting their financial goals and restarting the

economic engines in the region

Core Values

Comm Wnent Teamwork Performance

Leadership Accountability Integrity

SUN TEAM

From the management suite to the front lines Sun team members take personal and professional pride in living the

Companys core values Because of our unique market opportunity and distinctive competitive advantage Sun is able to

attract and retain top talent in key positions

In 2012 the Company made significant hires including Thomas Brugger as Chief Financial Officer and Albert Celini

as Chief Risk Officer With more than 20 years experience in banking and finance Mr Brugger most notably led the growth

of Customers Bank taking it through capital raises and growth strategies that tripled its size in assets Mr Celini who has

25 years experience in the banking industry is former regulatory executive at Freddie Mac and also served as founding

Chief Risk Officer at
Ally Bank as it grew from start-up to maturity The addition of both executives to Suns management

team supports our corporate strategy compliance initiatives and long-term goals for growth

The Company also appointed two new members to the Board of Directors in 2012 Philip Norcross and Steven

Kass Both men are well-respected business leaders with expertise in advancing the leadership position of growing

companies and economic development
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Additionally in the past year Sun made senior-level hires in key areas such as special assets loan review and compliance

to advance our efforts in strengthening the banks portfolio
and industry leadership position Tite record of achievement

among the new hires complements the deep experience and leadership on Suns management team and the quality of its

Board of Directors

Sun values diversity continuous learning employee commitment and nommunity involvement and offers employees

an exceptional work environment Our ability to hire and develop experienced commilted professionals reinforces our

competitive advantage and our ability to execute on our corporate strategy

COMMUNITY SERVICE

Sun National Bank is committed to improving the quality of life in the communities in which we live and work Through

variety of efforts Sun supports organizations events and programs that make difference in cities towns and

neighborhoods throughout the banks footprint Sun contributes to numerous non-profit organizations that support arts add

culture community service economic development education and health and social services

In 2012 Sun again participated in fundraising efforts to support the programs and services of the United Way in communities

across New Jersey Through an employee and corporate fundraising campaign and the annual Sun National Bank Golf

Sporting Clays lnvitttionaI Sun raised combined $134 000 for the United Way

Every autumn Sun National Bank employees are given time off to give back to the community on Suns annual day of

service known as Banking on Our Communities Day Teams of Sun employees dedicate combined 2000 hours to

wide variety of projects at community organizations throughout Suns footprint on this day In 2012 over 600 Sun employees

volunteered at more than 50 organizations in New Jersey Activities ranged from yard work painting construction and

cleanup to spending time with senior citizens veterans children add individUals with disabilities

In addition to suppoiting numerous other community-based initiatives for example in 2012 Sun also supplied grant money

and facilitated financial education workshop for the Central Jersey Housing Resource Center provided free tax return

preparation and equipment/services for the United Way of Cumberland County Earned Income Tax Credit initiative raised

awareness and donated funds to the American Heart Association Go Red for Women program and funded grants for

economically disadvantaged students who excelled academically through the Atlantic City High School Invitational

OUR COMMITMENT

Dear Customers Employees Shareholders and Friends

Although Sun faced challenges in 201 we faced them with focus resolve and results We honed our ability
to execute

both in rebuilding or balance sheet and in achieving meaningful growth across the organization Our accomplishments this

past year position us well for success and secure our position of power in the banking industry in the region Going forward

Sun remains conservatively-managed bank focused on disciplined growth and safe business practices We will continue

to make thoughtful sound decisions to serve the best interests of our stakeholders

In 2013 we will retain our focus on execution across the organization leveraging our competitive advantage and building

upon the unique opportunity to be the dominant New Jersey-based bank in the markets we serve We appreciate and value

the opportunity to build relationships with our customers who trust Sun to manage their diverse financial needs and we look

forward to new opportunities and growth ahead

Thank you to our employees customers and shareholders for their continued commitment service and loyalty to Sun

Bernard Brown Thomas Geisel

Chairman of the Board President Chief Executive Officer
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Sun Bancorp Inc and Subsidiaries

SELECTED FINANCIAL DATA

Dollars in thousands except per share amounts

At or for the Years Ended December 31 2012 2011 2010 2009 2008

Selected Balance Sheet Data

Total assets $3224031 $3183916 $3417546 $3578905 $3622126

Cash and investments 631596 652537 680719 516312 512017

Loans receivable net of allowance for loan losses 2351222 2272647 2453457 2657694 2702516

Total deposits 2713224 2667977 2940460 2909268 2896364

Borrowings 70992 31269 33417 146193 154097

Junior subordinated debentures 92786 92786 92786 92786 92786

Shareholders equity 262595 309083 268242 356593 358508

Selected Results of Operations

Interest income 115433 126680 145603 150999 174634

Net interest income 97848 103528 110962 100157 99661

Provision for loan losses 57215 74266 101518 46666 20000

Net interest income after provision for loan losses 40633 29262 9444 53491 79661

Non-interest income 29450 13468 15512 17070 32299

Non-interest expense 120608 110225 201052 104067 92640

Net loss income 50491 67505 185418 17131 14894

Net loss income available to common shareholders 50491 67505 185418 22482 14894

Per Share Data

Loss earnings per common share

Basic 0.59 0.88 6.56 0.97 0.63

Diluted 059 088 656 097 062

Book Value 305 361 533 1529 1557

Selected Ratios

Return on average assets .60% 2.05% 5.20% 0.47% 0.44%

Return on average equity 17 19 22 57 56 93 44 09

Ratio of average equity to average assets 9.31 9.10 9.13 10.69 0.72

Data is adjusted for 5% stock dividend issued in May 2009
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ORGANIZATION OF INFORMATION

Managements Discussion and Analysis of Financial Cobdition and

Results of Operations provides narrative on the financial condition and

results of operations of Sun Bancorp Inc the Company and should

be read in conjunction with the accompanying consolidated financial

statements It includes the following sections

OVERVIEW

CRITICAL ACCOUNTING POLICIES JUDGMENTS AND ESTIMATES

RECENT ACCOUNTING PRINCIPLES

RESULTS OF OPERATIONS

LIQUIDITY AND CAPITAL RESOURCES

FINANCIAL CONDITION

FORWARD-LOOKING STATEMENTS

OVERVIEW

General Overview

The Company is bank holding company headquartered in Vineland

New Jersey and has an executive office in Mt taurel New Jersey

with its principal subsidiary being Sun National Bank the Bank At

December 31 2012 the Company had total assets of $3.2 billion total

liabilities of $3.0 billion and total shareholders equity of $262.6 million

The Companys principal business is to serve as holding company

for the Bank As registered bank holding company the Company is

subject to the supervision and regulation of the Board of Governors of

the Federal Reserve System the FRB
Through the Bank the Company provides commercial and consumer

banking services As of December 31 2012 the Company had

62 locations throughout New Jersey

The Company offers comprehensive array of lending depository and

financial services to its commercial and consumer customers throughout

the marketplace The Companys lending services to businesses include

term loans and lines of credit mortgage loans construction loans and

equipment leasing The Company is Preferred Lender with both the

Small Business Administration SBA and the New Jersey Economic

Development Authority The Companys commercial deposit services

include business checking accounts and cash management services

such as electronic banking sweep accounts lockbox services online

banking remote deposit and controlled disbursement services The

Companys lending services to consumers include residential mortgage

loans residential construction oans second mortgage oans home

equity loans and installment loans The Companys consumer deposit

services include checking accounts savings accounts money market

deposits certificates of deposit and individual retirement accounts

In addition the Company offers mutual funds securities brokerage

annuities and investment advisory services through third-party

arrangement

The Company funds its lending activities primarily through retail and

brokered deposits the scheduled maturities of its investment portfolio

and other wholesale funding sources

As financial institution with primary focus on traditional banking

activities the Company generates the majority of its revenue through

net interest income which is defined as the difference between interest

income earned on loans and investments and interest paid on deposits

and borrowings Growth in net interest income is dependent upon the

Companys ability to prudently manage the balance sheet for growth

combined with how successfully it maintains or increases net interest

margin which is net interest income as percentage of average

intQrest-earning assets

The Company also generates revenue through fees earned on the

various services and products offered to its customers and through

sales of loans primarily SBA loans and residential mortgages Offsetting

these revenue sources are provisions for credit losses on loans operating

expenses and income taxes

Market Overview

The economic recovery has been slower than anticipated through

most of 2012 but signs of growth have appeared in the fourth quarter

of 2012 and continued into 2013 Interest rates have remained near

historical lows The unemployment rate in the U.S remained stable at

7.8% in December 2012 from September 2012 and decreased from

8.5% in December 2011 According to recently released estimates the

U.S gross domestic product for the fourth quarter of 2012 decreased at

an annual rate of 0.1% as compared to 3.1% growth in the third quarter

of 2012 This decrease primarily reflected decrease in private inventory

investment federal government spending and exports partially offset

by increases in personal consumption and residential fixed investment

and decrease in imports The increase in job growth which occurred

during 2012 coupled with increased spending and some improvement

in the housing sector have created some optimism in the markets that

an economic recovery may be underway However the fiscal cliff talks

and the debt crisis both domestically and in Europe as well as the

continuing weakness in the housing sector have continued to temper

that optimism

At the state level according to the latest South Jersey Business

Survey produced by the Federal Reserve Bank of Philadelphia the

Federal Reserve modest increase in business activity was reported

in the fourth quarter of 2012 Sales have been steady and employment

continues to improve Companies are optimistic about overall business

growth over the next six months In Northern New Jersey business

activity is expected to continue to increase at slow pace Overall New

Jerseys unemployment rate remains one of the highest in the U.S at

9.6% as of December 2012

At its latest meeting in January 2013 the FRB decided to keep

the Federal Funds target rate unchanged in continued effort to help

stimulate economic growth Since December 2008 the FRB has kept

the Federal Funds rate key indicator of short-term rates such as credit

Sun Bancorp Inc and Subsidiaries

MANAGEMENTS DiscussIoN AND ANALYSIS OF FINANCIAL CONDITION

AND RESULTS OF OPERATIONS

All dollar amounts except share and per share amounts presented/n the tables are in thousands
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card rates and HELOC rates at range of 0.00%-0.25% with the intent

of encouraging consumers and businesses to borrow and spend to

help jump start the economy The FRB expects to maintain the current

target range through late 2014 In addition FRB policymakers decided

to continue its program to extend the average maturity of its holdings

of securities The FRB policymakers continue to consider providing

additional monetary policy accommodations to support the economic

recovery

The continued uncertainty with the economy together with the

challenging regulatory environment will continue to affect the Company

and the markets in which it does business and may adversely impact

the Companys results in the future The following discussion provides

further detail on the financial condition and results of operations of the

Company at and for the year ended December 31 2012

Executive Summary

The Companys net loss available to common shareholders for 2012

was $50.5 million or $0.59 per diluted share compared to net loss

of $67.5 million or $0.88 per diluted share in 2011 The following is an

overview of key factors affecting the Companys results for 2012

As part of continuing strategy to reduce balance sheet risk the

Company signed definitive agreement on January 17 2013 to

sell $45.8 million of loans having book balance of $35.1 million

to third-party investor for gross proceeds of $22.0 million As

the formal approval to sell these loans occurred during 2012 the

related loans were transferred to held-for-sale as of December 31

2012 at lower of cost or market which resulted in net loss of

$7.6 million after accounting for loan loss reserves customer

derivative termination costs and other expenses The transaction

closed on February 2013 In addition the Company reached

workout settlements with several troubled borrowers resulting in

loss of $6.7 million in the fourth quarter of 2012

Provision expense totaled $57.2 million during 2012 as compared

to $74.3 million during 2011 The allowance for loan losses equaled

$45.9 million at December 31 2Q12 an increase of $4.2 million

from December 31 2011 The allowance for loan losses equaled

.02% of gross loans held-for-investment and 55.3% of non-

performing loans held for investment at December 31 2012 as

compared to 82% and 38 7% respectively at December 31

2011

Commercial loan production was $378 million during the year

ended December 31 2012 versus $323 million in the prior year

The Company continues to maintain disciplined underwriting and

pricing strategy in this uncertain economic environment

The net interest margin equaled 3.43% for 2012 versus 3.50% in

2011 The net interest margin in 2012 was negatively impacted by

the maturity of legacy commercial loans as well as the Overall low

interest rate environment

Non-interest income increased $16.0 million to $29.5 million

during 2012 as compared to 2011 primarily due to reduction

of $10.3 million in negative derivative credit adjustments due to

significant swap losses resulting from the loan sale and credit

deterioration in the prior year There also was an increase in gains

on the sale of mortgage loans of $7.2 million over the same period

The Companys residential mortgage operations were strong as

$666 million in residential mortgage loans were closed during

2012 as compared to $192 million in 2011 These increases were

partially
offset by decrease of $1 .Q million in bank-owned life

insurance income due to death benefits recognized in 2011

Non-interest expense increased $10.4 million from $110.2 million

in 2011 to $120.6 million in 2012 This increase was due primarily

to an increase of $10.0 million in salaries and employee benefits

resulting from the expansion of the Companys mortgage operations

in 2012

Total risk-based capital was 13.72% at December 31 2012 well

above 11.50% the regulatory required level

Impact of Hurricane Sandy

In late October 2012 many parts of New Jersey were devastated

by the impact of Hurricane Sandy The Company incurred additional

expenses as result of the impact of the storm on its own customers

and its business operations Due to the extent of damages and uninsured

losses experienced by some of the Companys commercial borrowers

additional loan loss reserves of $4.3 million were recorded in the fourth

quarter of 2012 to reflect potential losses inherent in the portfolio as

result of Hurricane Sandy Damages rsulting from the storm to some

of the Companys facilities resulted in repair and clean-up costs of

approximately $222 thousand which were also recognized in the fourth

quarter of 2012

CRITICAL ACCOUNTING POLICIES JUDGMENTS AND ESTIMATES

The discussion and analysis of the financial condition and results

of operations are based on the Consolidated Financial Statements

which are prepared in conformity with accounting principles generally

accepted in the United States of America GAAP The preparaon of

these financial statements requires management to make estimates and

assumptions affecting the reported amounts of assets and liabilities

disclosure of contingent assets and liabilities and the reported amounts

of income and expenses Management evaluates these estimates

and assumptions on an ongoing basis including those related to the

allowance for loan losses goodwill intangible assets income taxes

stock-based compensation and the fair value of financial instruments

Management bases its estimates on historical experience and various

other factors and assumptions that are believed to be reasonable under

the circumstances -These form the basis for making judgments-on the

carrying value of assets and liabilities that are not readily apparent from

other sources Actual results may differ from these estimates under

different assumptions or conditions

Allowance for Loan Losses Through the Bank the Company

originates loans that it intends to hold for the foreseeable future or until

maturity or repayment The Company may not be able to collect all

principal and interest due on these loans The allowance for loan losses

represents managements estimate of probable credit losses inherent

in the loan portfolio as of the balance sheet date The determination of

the allowance for loan losses requires management to make significant

estimates with respect to the amounts and timing of losses and market

and economic conditions The allowance for loan losses is maintained
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at level that management considers adequate to provide for estimated

losses and impairment based upon an evaluation of known and inherent

risk in the loan portfolio Loan impairment is evaluated based on the

fair value of collateral or estimated net realizable value provision for

loan losses is charged to operations based on managements evaluation

of the estimated losses that have been incurred in the Companys

loan portfolio It is the policy of management to provide for losses on

unidentified loans in its portfolio in addition to classified loans

Management monitors its allowance for loan losses on monthly

basis and makes adjustments to the allowance through the provision

for loan losses as economic conditions and other pertinent factors

indicate The quarterly review and adjustment of the qualitative factors

employed in the allowance methodology and the updating of historic loss

experience allow for timely reaction to emerging conditions and trends

In this context series of qualitalive factors are used in methodology

as measurement of how current circumstances are affecting the loan

portfolio Included in these qualitative factors are

Levels of past due classified and non-accrual loans troubled debt

restructurings and modifications

Nature and volume of loans

Changes in lending policies and procedures underwriting standards

collections charge-offs and recoveries and for commercial loans

the level of loans being approved with exceptions to policy

Experience ability
and depth of management and staff

National and local economic and business conditions including

various market segments

Quality of the Companys loan review system and degree of Board

oversight

Concentrations of credit by industry geography and collateral type

with specific emphasis on real estate and changes in levels of

such concentrations

Effect of external factors including the deterioration of collateral

values on the level of estimaled credit losses in the current portfolio

Hurricane Sandy impact

Additionally historic loss experience over three-year loss horizon

based on .a rolling 12-quarter migration analysis is taken into account

for commercial loans and historic loss experience over the more

conservative of either the trailing four or eight quarters is calculated

for non-commercial loans In determining the allowance for loan

losses management has established both specific and general pooled

allowances Values assigned to the qualitative factors and those

developed from historic loss experience provide dynamic basis for

the calculation of reserve factors for both pass-rated loans general

pooled allowance and those deemed impaired specific allowance

specific allowance is calculated on individually identified impaired

loans Loans not individually reviewed are evaluated as group using

reserve factor percentages based on historic loss experience and the

qualitative factors described above In determining the appropriate level

of the general pooled allowance management makes estimates based

on internal risk ratings which take into account such factors as debt

service coverage loan-to-value ratios and external factors Estimates

are periodically measured against actual loss experience

As changes in the Companys operating environment occur and as

recent loss experience fluctuates the factors for each category of loan

based on type and risk rating will change to reflect current circumstances

and the quality of the loan portfolio Given that the components of the

allowance arO based partially On historical losses and on risk rating

changes in response to recent events required reserves may trail the

emergence of any unforeseen deterioration in credit quality

Although the Company maintains its allowance for loan losses at

levels considered adequate to provide for the inherent risk of loss in

its loan portfolio if economic conditions differ substantially from the

assumptions used in making the evaluations or loan performance

deteriorates further from current levels there can be no assurance

that future losses will not exceed estimated amounts or that additional

provisions for loan losses will not be required in future periods

Accordingly the current state of the national economy and local

economies of the areas in which the loans are concentrated and their

slow recovery from severe recession could result in an increase in

loan delinquencies foreclosures or repossessions resulting in increased

charge-off amounts and the need for additional loan loss allowances

in future periods In addition the Companys determination as to the

amount of its allowance for loan losses is subject to review by the Banks

primary regulator the Office of the Comptroller of the Currency the

0CC as part of its examination process which may result in the

establishment of an additional allowance based upon the judgment of

the 0CC after review of the information available at the time of the

0CC examination

Accounting for Income Taxes The Company accounts for

income taxes in accordance with Financial Accounting Standards Board

Accounting Standards Codification FASB ASC 740 Income Taxes

FASB ASC 740 FASB ASC 740 requires the recording of deferred

income taxes that reflect the net tax effects of temporary differences

between the carrying amounts of assets and liabilities for financial

reporting purposes and the amounts used for income tax purposes

Management exercises significant judgment in the evaluation of the

amount and timing of the recognition of the resulting tax assets and

liabilities The judgments and estimates required for the evaluation are

updated based upon changes in business factors and the tax laws If

actual results differ from the assumptions and other considerations used

in estimating the Smount and timing of tax recognized there can be no

assurance that additional expenses will not be required in future periods

The Company recognizes when applicable interest and penalties

related to unrecognized tax benefits in the provision for income taxes

in the consolidated statements of operations Assessment of uncertain

tax positions under FASB ASC 740 requires careful consideration of the

technical merits of position based on managements analysis of tax

regulations and interpretations Significant judgment may be involved in

applying the requirements of FASB ASC 740

Management expects that the Companys adherence to FASB

ASC 740 may result in increased volatility
in quarterly and annual

effective income tax rates as FASB ASC 740 requires that any change

in judgment or change in measurement of tax position taken in prior

period be recognized as discrete event in the period in which it occurs

Factors that could impact managements judgment include changes in

income tax laws and regulations and tax planning strategies
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Fair Value Measurement.- The Company accounts for fair

value measurement in accordance with FASB ASC 820 Fair Value

Measurements and Disclosures FASB ASC 820 FASB ASC 820

establishes framework for measuring fair value FASB ASC 820

defines fair value as the price that would be received to sell an asset

or paid to transfer
liability

in an orderly transaction between market

participants at the measurement date emphasizing that fair value is

market-based measurement and not an entity-specific measurement

FASB ASC 820 clarifies the application of fair value measurement in

market that is not active FASB ASC 820 also includes additional

factors for determining whether there has been significant decrease in

market activity affirms the objective of fair value when market is not

active eliminates the presumption that all transactions are not orderly

unless proven otherwise and requires an entity to disclose inputs and

valuation techniques and changes therein used to measure fair value

FASB ASC 820 addresses the valuation techniques used to measure

fair value These valuation techniques include the market approach

income approach and cost approach The market approach uses prices

or relevant information generated by market transactions involving

identical or comparable assets or liabilities The income approach

involves converting future amounts to single present amount The

measurement is valued based on current market expectations about

those future amounts The cost approach is based on the amount that

currently wouJd be required to replace the service capacity of the asset

FASB ASC 820 establishes fair value hierarchy which prioritizes

the inputs to valuation techniques used to measure fair value into

three broad levels The fair value hierarchy gives the highest priority to

quoted prices in active markets for identical assets or liabilities Level

and the lowest
priority

to unobservable inputs Level financial

instruments categorization within the fair value hierarchy is based

upon the lowest level of input that is significant to the instruments fair

value measurement The three levels within the fair value hierarchy are

described as follows

Level 1Quoted prices unadjusted in active markets for identical

assets or liabilities

Level 2Inputs other than quoted prices included within Level that

are observable for the asset or liability either directly or indirectly

Level inputs inclUde quoted prices for similar assets or liabilities

in active markets quoted prices for identical or similar assets or

liabilities in markets that are not active inputs other than quoted

prices that are observable for the asset or liability and inputs that

are derived principally from or corroborated by observable market

data by correlation or other means

Level 3Unobservable inputs that are supported by little or no

market
activity

and that are significant to the fair value of the

assets or liabilities Level assets and liabilities include financial

instruments whose value is determined using pricing models

discounted cash flow methodologies or similar techniques as well

as instruments for which the determination of fair value requires

significant management judgment or estimation

The Company measures financial assets and liabilities at fair value

in accordance with FASB ASC 820 These measurements involve

various valuation techniques and models which involve inputs that

are observable when available and include the following significant

finaQcial instruments investment securities available for sale and

derivative financial instruments The following is summary of valuation

techniques utilized by the Company for its significant financial assets

and liabilities which are measured at fair value on recurring basis

Investment secuilties available-for-sale Where quoted prices are

available in an active market securities are classified within Level of

the valuation hierarchy If quoted market prices are not available then

fair values are estimated using quoted prices of securities with similar

characteristics or discounted cash flows based on observable market

inputs and are classified within Level of the fair value hierarchy In

certain cases where there is limited activity or less transparency around

inputs to the valuation securities are classified within Level of the

valuation hierarchy Level market value measurements include an

internally developed discounted cash flow model combined with using

market data points of similar securities with comparable credit ratings

in addition to market yield curves with similar maturities in determining

the discount rate In addition significant estimates and unobservable

inputs are required in the determination of Level market value

measurements If actual results differ significantly from the estimates

and inputs applied it could have material effect on the Companys

consolidated financial statements

Denvative financial instruments The Company derivative financial

instruments are not exchange traded and therefore are valued utilizing

models that use as their basis readily observable market parameters

specifically the London Interbank Offered Rate LIBOR swap curve

and are classified within Level of the valuation hierarchy

Residential mortgage loans held-for-sale Effective July 201-2 the

Companys residential mortgage loans held-for-sale were recorded at

fair value utilizing Level measurements This fair value measurement

is determined based upon third party quotes obtained on similar loans

The Company adopted the fair value option on these loans which

allows the Company to record the mortgage loans held-for-sale portfolio

at fair market value as opposed to the lower of cost or market The

Company economically hedges its residential loans held for sale

portfolio with forward sale agreements which are reported at fair value

lower of cost or market accounting treatment would not allow the

Company to record the excess of the fair market value over book value

but would require the Company to record the corresponding reduction in

value on the hedges Both the loans and related hedges are carried at

fair value which reduces earnings volatility as the amounts more closely

offset particularly in environments when interest rates are declining

For loans held-for-sale for which the fairvalue option has been elected

the aggregate fair value exceeded the aggregate principal balance by

$2.1 million as of December 31 2012

Interest rate lock commitments on residential mortgages The

Company enters into interest rate lock commitments on its residential

mortgage loans originated for sale The determination of the fair value

of interest rate lock commitments is based on agreed upon pricing

with the respective investor on each loan and includes
pull through

percentage The pull through percentage represents an estimate of

loans in the pipeline to be delivered to an investor versus the total loans

committed for delivery Significant changes in this input could result
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in significantly higher or lower air value measurement As the pull

through percentage is significant unobservable input this is deemed

Level valuation input The pull through percentage which is based

upon historical experience was 70% as of December 31 2012

In addition certain assets are measured at fair value on nonrecurring

basis that is the instruments are not measured at fair value on an

ongoing basis but are subject fair value adjustments in Oertain

circumstances for example when there is evidence of impairment The

Company measures impaired losns commercial loans held-for-sale

SBA servicing assets restricted equity investments and loans or bank

properties transferred into other real estate owned at fair value on

non-recurring basis

Valuation techniques and models utilized for measuring financial

assets and liabilities are reviewed nd validated by the Company at least

quarterly

GooUwiII Goodwill is the excess of the fair value of liabilities

assumed over the fair value of tangible and identifiable intangible assets

acquired in business combination Goodwill is not amortized but is

tested for impairment annually or more frequently if events or changes in

circumstances indicate that the asset might be impaired The Company

tests goodwill for impairment annually The Company elected not to

apply the qualitative evaluation option permitted under Accounting

Standards Update 2011 lntangbles Goodwill and Other Topic 35
Testing Goodwill for Impairment issued in September 2011 Therefore

the Company utilizes the two-step goodwill impairment test outlined in

FASB ASC 350 Intangibles Goodwill and Other Significant judgment

is applied when goodwill is assessed for impairment Step one which

is used to identify potential impairment compares the fair value of the

reporting unit with its carrying amount including goodwill As defined

in FASB ASC 280 Segment Reporting reporting unit is an operating

segment or one level below an operating segment The Company has

one reportable operating segmeni Community Banking as defined in

Note of the Notes to Consolidated Financial Statements If the fair value

of reporting unit exceeds its carrying value goodwill of the reporting

unit is considered not impaired and step two is therefore unnecessary

If the carrying amount of the reporting unit exceeds its fair value the

second step is performed to measure the amount of the impairment

loss if any An implied loss is recorded to the extent that the carrying

amount of goodwill exceeds its implied fair value

The Company performed goodwill impairment analysis at

December 31 2012 In performing step one of the impairment analysis

the Company estimated the fair value of the Company through the

consideration of its quoted market valuation market earnings multiples

of peer companies and market earnings multiples of peer companies

adjusted to include market observed control premium i. its

acquisition value relative to its peers The considerations above are

sensitive to both the fluctuation of the Companys stock price and

those of peer companies The step one impairment test completed at

December 31 2012 indicated that the Companys fair value was above

its carrying value and therefore the Company did not needto perform

step two analysis As result the Companys goodwill balance was not

considered impaired at December 31 2012

However given the continued turmoil in the capital markets and

with bank stocks in general it is possible that our assumptions and

conclusions regarding the valuation of our Company could change

adversely in the future and could result in impairment of the Companys

goodwill While any charge resulting from partial or full impairment

of goodwill would be non-cash charge and have no impact on the

Companysregulatory capita the charge could have material adverse

impact on our financial position and results of operations For more

information on goodwill see Notes and 10 of the Notes to Consolidated

Financial Statements

RECENT ACCOUNTING PRINCIPLES

In February 2013 the FASB issued Accounting Standards Update

ASU 2013-02 Comprehensive Income Topic 220 Reporting

of Amounts Reclassified Out of Accumulated Other Comprehensive

Income The amendments in this update aim to improve the reporting

of reclassifications out of accumulated other comprehensive income

The amendments seek to attain that objective by requiring an entity to

report the effect of significant reclassifications out of accumulated other

comprehensive income on the respective line items in net income if the

amount being reclassified is required under GAAP to be reclassified

in its entirety to net income For other amounts that are not required

under GAAP to be reclassified in their entirety to net income in the same

reporting period an entity is required to cross-reference other disclosures

required under GAAP that provide additional detail about those amounts

This would be the case when portion of the amount reclassified out of

accumulated other comprehensive income is reclassified to balance

sheet account instead of directly to income or expense in the same

reporting period For public entities the amendments are effective

prospectively for reporting periods beginning after December 15 2012

The Company is currently evaluating the impact of the adoption of this

accounting standards update on its financial statements

In July 2012 the FASB issued ASU 201 2-02 Intangibles Goodwill

and Other Topic 350 Testing Indefinite-Lived Intangible Assets for

Impairment This amendment provides an entity with the option first

to assess qualitative factors to determine whether the existence of

events and circumstances indicates that it is more likely than not that

the indefinite-lived intangible asset is impaired If after assessing the

totality of events and circumstances an entity concludes that it is not

more likely than not that the indefinite-lived intangible asset is impaired

then the entity is not required to take further action However if an

entity conclLides otherwise then it is required to determine the fair value

of the indefinite-lived intangible asset and perform the quantitative

impairment test by comparing the fair value with the carrying amount

in accordance with Subtopic 350-30 This amendment is effective for

public entities for annual and interim impairment tests performed for

fiscal years beginning after September 15 2012 The guidance will

have no impact on the Company as it does not have any indefinite-lived

intangible assets

In December 2011 the FASB issued ASU 2011-11 Balance Sheet

Topic 210 Disclosures about Offsetting Assets and Liabilities ASU
2011-11 This amendment results in common offsetting requirements

and disclosure requirements in GAAP and International Financial
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Reporting Standards IFRS This guidance is not intended to change

but enhance the application requirements in FASB ASC 210 Balance

Sheet FASB ASC 210 This guidance is effective for public entities

during interim and annual periods beginning after January 2013

This guidance amends only the disclosure requirements and not the

application of the accounting standard In January 2013 the FASB

issued Accounting Standards Update ASU 2013-01 Balance Sheet

Topic 210 Claiifijing the Scope of Disclosures about Offsetting Assets

arid Liabilities The amendments in this update clarify that the scope of

ASU 2011-11 applies to derivatives accounted for in accordance with

FASB ASC 815 DerivativØ and Hedging FASB ASC 815 including

bifurcated embedded derivatives repurchase agreements and reverse

repurchase agreements and securities borrowing and securities

lending transactions that are either offset in accordance with FASB

ASC 210 or FASB ASC 815 or subject to an enforceable master netting

arrangement or similar agreement This guidance is effective for fiscal

years beginning on or after January 2013 and interim periods within

those annual periods An entity should provide the required disclosures

retrospectively for all comparative periods presented The Company

is corrently evaluating the impact of the adoption of these accounting

standards updates on its financial statements

In June 2011 the FASB issued ASU 2011-05 Comprehensive Income

Topic 220 Presentation of Comprehensive Income Subsequently in

December 2011 the FASB issued ASU 2011-12 Defen-aloftheEffective

Date forAmendments to the Presentation of Reclassiuications of Items Out

of Accumulated Other Comprehensive Income in Accounting Standards

Update No 2011-05 This guidance eliminates the presentation option of

presenting the component of other comprehensive income as part of the

statement of changes in stockholders equity In addition the updates

to comprehensive income guidance require all nonowner changes in

stockholders equity be presented either in single continuous statement

of comprehensive income or two separate but consecutive statements

The Company elected to adopt the two statement approach In this two

statement approach the first statement should present total net income

and its components fOllowed consecutively by second statement that

should present total other comprehensive income the components of

other comprehensive income and the total of comprehensive income

These changes apply to both annual and interim financial statements

The Company adopted the new accounting guidance effective January

2012 and applied it retrospectively to fiscal years 2011 and 2010 The

adoption added the consolidated statements of comprehensive loss but

did not impact the Companys results of operations financial position

or cash flows

In May 2011 th FASB issued ASU 2011-04 Amendments to

Achieve Common Fair Value Measurement and Disclosure Requirements

in U.S GAAP and IFRS to achieve common fair value measurement

and disclosure requirements between U.S GAAP and international

accounting principles While the overall guidance is consistent with

U.S GAAP the amendment includes additional fair value disclosure

requirements The amendments in the guidance are effective for interim

and annual periods beginning fter December 15 2011 The adoption

of this amendment did not have material effect on the Companys

financial statements however the adoption did result in expanded

fair value disclosures in Note 24 of the notes to consolidated financial

statements

RESULTS OF OPERATIONS

The following discussion focuses on the major components of the

Companys Operations and presents an overview of the significant

changes in the results of operations during the past three fiscal years

This discussion should be reviewed in conjunction with the consolidated

financial statements and notes thereto presented elsewhere in this

Annual Report All earnings per share amounts are presented assuming

dilution

Net Interest Income Net interest income is the most significant

component of the Companys income from operations Net interest

income is the difference between interest earned on total interest-

earning assets primarily loans and investment securities on fully

taxable equivalent basis where appropriate and interest paid on total

interest-bearing liabilities primarily deposits and borrowed funds Fully

taxable equivalent basis represents income on total interest-earning

assets that is either tax-exempt or taxed at reduced rate adjusted to

give effect to the prevailing incremental federal tax rate and adjusted for

nondeductible carrying costs and state income taxes where applicable

Yield calculations where appropriate include these adjustments

Net interest income depends on the volume and interest rate earned

on interest-earning assets and the volume and interest rate paid on

interest-bearing liabilities

The Companys net interest margin and interest rate spread in

2012 were 3.43% and 3.27% respectively as compared to 3.50% and

3.30% respectively for 2011 and 3.50% and 3.28% respectively for

2010 The margin decrease from 2011 is due primarily to the decline

in the yield on interest-bearing assets of 23 basis points which was

partially
offset by decline of 20 basis points in costs of interest-bearing

liabilities The margin irnpact of the decline in
yield on interest-bearing

assets of 31 basis points in 2011 from 2010 was almost directly offset

by decline of 33 basis points in costs of interest-bearing liabilities

Net interest income on tax-equivalent basis decreased $6.2 million

or 5.9% to $98.7 million for 2012 compared to $104.9 million for 2011

Net interest income on tax-equivalent basis decreased $7.9 million

or 7.0% to $104.9 million for 2011 compared to $112.8 million for

2010

Table provides detail regarding the Companys average daily

balances with corresponding interest income on tax-equivalent basis

and interest expense as well as yield and cost information for the years

ended December 31 2012 2011 and 2010 Average balances are

derived from daily balances Table further provides certain information

regarding changes in interest income and interest expense of the

Company for the years ended December 31 2012 2011 and 2010
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TABLE STATEMENTS OF AVERAGE BALANCES INCOME OR EXPENSE YIELDORCOST

Average balances include non-accrual loans see Non-Performing and Problem Assets

Loan fees are included in interest income and the amount is not material for this analysis

Interest earned on non-taxable investment securities is shown on tax equivalent basis assuming 35% marginal federal tax rate for all periods The fully taxable equivalent adjustment

for the
years

ended December31 2012 2011 and 2010 was $870 thousand $1.3 million and $1.8 million respectively

Amounts include Advances from the Federal Home Loan Bank of New York FHLBNY and Securities sold under agreements to repurchase FHLBNY

Interest rate spread represents the difference between the average yield on interest-earning assets and the average cost of interest-bearing liabilities

Net interest margin represents net interest income as percentage of average interest-earning assets

SUN BCORP INC

Years Ended December 31 2012 2011 2010

Average Income YieldI Average Income Yield Average Income Yield/

Balance Expense Cost Balance Expense Cost Balance Expense Cost

4.71%

4.21

5.84

5.18

6.86

475

2.96

0.24

4.27

$2245118

251599

62349

79547

60874

2699487

452365

69803

3221655

$105210

11714

3889

4415

4163

129391

17846

166

147403

82165

8738

2128

8199

2477

103707

12529

68

116304

4778

900

7876

13554

4.53%

4.04

5.15

3.95

6.95

4.49

2.33

0.24

4.04

0.39%

0.34

1.22

0.64

92107

9774

2863

4547

3502

112793

14940

288

128
021

7024

1412

10301

18737

$1954701

232278

48998

87858

51041

2374876

505006

117830

2997712

72455

54589

46961

114158

288163

3285875

$1317816

271970

675464

2265250

36

6681

$1814626

216218

37021

207553

35636

2311054

537710

28646

2877410

73000

52781

43280

108299

277360

$3154770

$1225609

263307

643822

2132738

5437

5157

37038

7737

92786

148155

2280893

499435

80777

580212

2861105

47393

52944

95010

150558

345905

$3567560

Interest-earning assets

Loans receivable
12

Commercial and industrial

Home equity

Second mortgage

Residential real estate

Other

Total loans receivable

Investment securities

Interest-earning deposits with banks

Total interest-earning assets

Non-interest-earning assets

Cash and due from banks

Bank
properties

and equipment net

Goodwill and
intangible assets net

Other assets

Total non-interest-earning assets

Total assets

Interest-bearing liabilities

Interest-bearing deposit accounts

Interest-bearing demand deposits

Savings deposits

Time deposits

Total interest-bearing deposit accounts

Short-term borrowings

Federal funds purchased

Repurchase agreements with customers

Long-term borrowings

FHLBNY advances

Obligation under capital lease

Junior subordinated debentures

Total borrowings

Total interest-bearing liabilities

Non-interest-bearing liabilities

Non-interest-bearing
demand

deposits

Other liabilities

Total
non-interest-bearing

liabilities

Total liabilities

Shareholders equity

Total liabilities and shareholders equity

Net interest income

Interest rate spread

Net interest margin

Ratio of average interest-

earning
assets to average

interest-bearina liabilities

4.69%

4.66

6.24

5.55

6.84

4.79

3.95

0.24

4.58

0.81%

077

1.76

1.15

20 0.37

0.14

$1312871 10692

295121 2283

899038 15805

2507030 28780

898

513

2594

4032

17586

0.53%

0.52

1.53

0.83

0.10

4.83

6.60

3.23

3.51

0.97

2.42

6.63

2.80

2.72

0.77

18316 884

7988 527

92786 2997

125807 4415

2391057 23152

16907 89 0.53

16069 29 0.18

22710 1076 4.74

8212 550 6.70

92786 4117 444

156684 5861

2663714 34641 130

293665

$3154770

98718

509678 481757

86013 96420

595691 578177

2986748 3241891

2991 27 .325669

3285875 3567560

327% 3.30%

3.43% 3.50%

$104869 $112762

126.15% 125.37%

3.28%

3.50%

120.95%



TABLE RATEVOLUME VARIANCE ANALYSIS

Years Ended December 31 2012 vs 2011 2011 vs 2010

Increase Decrease Due To Increase Decrease Due To

Volume Rate Net Volume Rate Net

Interest income

Loans receivable

Commercial and industrial $6458 $3484 9942 $13680 577 $13103
1-lome equity 656 380 1036 860 1080 1940
Second mortgage 691 44 735 792 234 1026
Residential real estate 3568 84 3652 442 310 132

Other 1004 21 1025 674 13 661

Total loans receivable 5241 3845 9086 15564 1034 16598
Investment securities 193 2218 2411 908 814 906
Interest earning deposits with banks 217 220 117 122

Total interest earning assets 5651 6066 11717 13 539 843 19 382

Interest expense

Interest-bearing deposit accounts

lnterest-bearingdemand deposits 470 1776 2246 40 3708 3668
Savings deposits 44 468 512 167 704 871
Time deposits 459 966 2425 3587 1917 5504

Total interest-bearing deposit accounts 973 4210 5183 3714 6329 0043

Short term borrowings

Federal funds purchased 20 20 44 45 89
Repurchase agreements with customers 17 22

Long-term borrowings

FHLBNY advances 157 143 14 82 274 192
Obligation under capital lease 13 14 15 23
Junior subordinated debentures 401 4031 20 11 20

Total borrowings 162 545 383 452 1446

Total interest bearing liabilities 811 4755 5566 708 781 11 489

Net change in net interest income $4840 $1311 6151 9831 1938 7893

For each category of interest
earning

assets and interest bearing liabilities information is provided on changes attributable to changes in volume changes in average volume

multiplied by the prior year rate and ii changes in rate changes in rate multiplied by the prior year average volume The cothbined effect of changes in both volume and rate has been

allocated to volume or rate changes in proportion to the absolute dollar amounts of the change in each

Amounts include Advances from the FHLBNY and Securities sold under agreements to repurchase FHLBNY

Interest income on tax-equivalent basis decreased $11.7 million

or 9.2% to $116.3 million for 2012 compared to $128.0 million in 2011

primarily due to decrease of 26 basispoints in the yield on loans and

decrease of 63 basis points in yield on average investments as well as

decrease of $63.8 million or 2.7% in average loan balances The rate

declines were due to the overall decline in market interest rates during

2012 Significant pressures on loan yields existed through 2012 due to

the competitive lending environment

Interest income on tax-equivalent basis decreased $19.4 million

or 13.1% to $128.0 million for 2011 compared to $147.4 million in

2010 primarily due to decrease of $324.6 million or 12.0% in average

loan balances as well asa decrease of four basis points in the yield on

loans and decrease of 99 basis points in yield on average investments

These declines were due to the overall decline in market interest rates

during 2011 Interest income on loans decreased $16.6 million as

average loans receivable declined $324.6 million or 12.0% over the

prior year Interest income on investments decreased $2.9 million even

as average investments increased $52.6 million or 11.6% over the

prior year During 2011 the Company sold $102.2 million in higher

yielding available-for-sale securities

Interest expense decreased $5.6 million Or 24.0% to $17.6 million

fOr 2012 cOmpared to$23.2 million in 2011 primarily due to decrease

in the cost of interest-bearing deposits of $5.2 million or 19 basis

points The Company continued to lower interest ratesonits deposit

products throughout 2012

Interest expense decreased $11.5 million or 33.2% to $23.2 million

for 2011 compared to $34.6 million in 2010 primarily due to

decrease in the bost of interest-bearing deposits of $10.0 million or

32 basis points
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Provision for Loan Losses The Company recorded provision for

loan losses of $57.2 million during 2012 as compared to $74.3 million

during 2011 and $101.5 million during 2010 The Companys total

loans held-for-investment before allowance for loan losses were

$2.27 billion at December 31 2012 as compared to $2.29 billion at

December 31 2011 The ratio of allowance for loan losses to loans

held-for-investment was 2.02% at December 31 2012 compared to

1.82% at December 31 2011 Net charge-offs were $52.4 million

or 2.26% of average loans outsianding for the year ended December

31 2012 as compared to $1147 million or 4.83% of average loans

outstanding and $79.8 million or 2.95% of average loans outstanding

for the years ended December 31 2011 and 2010 respectively Total

gross charge-offs in 2012 were $55.6 million of which $51.3 million

related to the commercial portfolio During 2012 the Company signed

definitive agreement to sell $45.8 million of loans having book balance

of $35.1 million to third party investor and the related loans were

marked to fair value and movec to loans held-for-sale The resulting

charge-offs totaled $13.1 million Excluding charge-offs related to the

loan sale commercial charge-off were largely driven by charge-offs of

$23.2 million taken on 10 relationships The Companys provision levels

remained elevated during the year as delinquency levels and credit

trends were still in the process of
stabilizing

in 2012

The charge-offs in 2011 included $69.4 million in losses recorded

on the sale of $159.8 million in book balance of criticized and classified

commercial real estate loans during May 2011 Excluding the charge-offs

related to the loan sale total commercial charge-offs were $43.2 million

in 2011 Charge-offs excluding Ihe loan sale were primarily driven by

three commercial relationships for $25.0 million

At least quarterly management performs an analysis to identify the

inherent risk of loss in the Companys loan portfolio This analysis includes

qualitative evaluation of concenlrations of credit past loss experience

current economic conditions amount and composition of the loan

portfolio including loans being specifically monitored by management

estimated fair value of underlying collateral delinquencies and other

factors Additionally management updates the migration analysis and

historic loss experience on quarterly basis

Non-Interest Income Non-interest income increased $16.0 million

or 118.7% to $29.5 million for2Ol2 as compared to $13.5 million for2Ol

Ttre primary drivers of this change were $7.2 million increase in gains on

the sale of residential mortgage loans and decrease of $10.3 million in

derivative credit evaluation adjustment charges as compared to the prior

year The increase in gains on thE sale of mortgage loans resulted from

the .expansion of the Companys mortgage operations which began in the

first quarter of 2012 Derivative credit valuation adjustments were higher

in 2011 compared to 2012 due to swap termination costs associated with

the May 2011 commercial loan sae

Non-interest income decreased $2.0 million or 13.2% to $13.5 million

for 2011 as compared to $15.5 million for 2010 The primary drivers

of this change were $3.1 million decrease in gains on the sale of

available-for-sale securities and decrease of $717 thousand in service

charges on deposit accounts as compared to the prior year partially

offset by decrease of $1.1 million in impairment losses on available-

for-sale securities and an increase of $890 thousand in bank-owned life

insurance income over the same period from death benefit recorded

in 2011

Non-InterestExpense Non-interest expense increased $10.4 million

or 9.4% to $120.6 million for 2012 as compared to $110.2 million for

2011 The primary driver of this increase was the increase in salaries

and employee benefits of $10.0 million or 19.0% from the prior year

primarily due to the expansion of the Companys mortgage operations In

addition there was an increase of $1.3 million in provision for unfunded

commitments as this reserve was reduced by $1.1 million in 2011 due to

reduction in unfunded commitments and mortgage recourse reserves

of $775 thousand were recorded in 2012 as compared to $0 in 2011

Partially offsetting these increases was decrease in problem loan costs

of $27 million or 31 9% from 2011 to 2012 due to loan sale related

expenses in 2011

Non-interest expense decreased $90.8 million or 45.2% to

$110.2 million for 2011 as compared to $201.1 million for 2010 The

primary driver of this decrease was the prior year goodwill impairment

charge of $89.7 million Salaries and employee benefits decreased

$2.7 million or 4.9% from the prior year primarily due to staffing

reductions that occurred towards the end of 2010 Problem loan costs

increased $3.2 million or 61.6% from 2010 tO 2011 due to loan sale

related expenses as well as credit deterioration in the commercial real

estate loan portfolio Other expense decreased by $2.8 million or

33.1% for the same period due to positive derivative credit valuation

adjustments recorded in 2011

Income Tax Expense Income tax expense decreased $44

thousand from $10 thousand for the year ended December 31 2011

to tax benefit position of $34 thousand for 2012 As the Company

remained in cumulative loss position at December 31 2012 full

deferred ta valuation allowance is still considered appropriate As

such the Company recorded no federal income tax expense in 2012

The tax benefit in 2012 relates to prior period federal refund owed to

the Company

Income tax expense decreased $9.3 million from $9.3 million for the

year ended December 31 2010 to income tax expense of $10 thousand

for 2011 As theCompany remained in cumulative loss position at

December31 2011 full deferred tax valuation allowance is considered

appropriate As such the Company recorded no federal income tax

expense in 2011

LIQUIDITY AND CAPITAL RESOURCES

The liquidity of the Company is the ability to maintain cash flows that

are adequate to fund operations and meet its other obligations on

timely and cost-effective basis in various market conditions The ability

of the Company to meet its current financial obligations is function of

balance sheet structure the
ability

to liquidate assets and the
availability

of alternative sources of funds To meet the needs of the clients and

manage the risk of the Company the Company engages in
liquidity

planning and management

The major source of the Companys funding is deposits which

management believes will be sufficient to meet the Companys daily

and long-term operating liquidity needs The ability of the Company

to retain and attract new deposits is dependent upon the variety and

effectiveness of its customer account products customer service and

convenience and rates paid to customers The Company also obtains
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funds from the repayment and maturities of loans maturities or calls

of investment securities as well as from variety of wholesale funding

sourOes including but not limited to brokered deposits federal funds

purchased FHLBNY advances securities sold under agreements to

repurchase and other secured and unsecured borrowings Additional

liquidity can be obtained from loan sales or participations In continued

effort to balance deposit growth and net interest margin especially in

the current interest rate environment and with highly competitive local

deposit pricing the Company continually evaluates these other funding

sources for funding cost efficiencies During the year the Company

aggressively lowered interest rates on deposits while managing overall

funding and
liquidity As result of this planned reduction in deposit

rates the Company experienced an overall decline in its deposit

balances Core deposits which exclude all certificates of deposit

decreased $19.1 million to $2.02 billion or 74.3% of total deposits at

December 31 2012 as compared to $2.03 billion or 76.3% of total

deposits at December 31 2011 The Company has additional secured

borrowing capacity with the FRB of approximately $174.4 million and the

FHLBNY of approximately $202.5 million At December 31 2012 $0

and $61.4 million of the Companys secured borrowing capacity through

the FRB and the FHLBNY was utilized respectively The Company has

additional unsecured borrowing capacity through lines of credit with

other financial institutions of approximately $55.0 million Management

continues to monitor the Company liquidity and has taken measures to

increase its borrowing capacity by providing additional collateral through

the pledging of loans As of December 31 2012 the Company had

par value of $364 million and $180 million in loans and securities

respectively pledged as collateral on secured borrowings

The Companys primary uses of funds are the origination of loans

the funding of the Companys maturing certificates of deposit deposit

withdrawals the repayment of borrowings and general operating

expenses Certificates of deposit scheduled to mature during the 12

months ending December31 2013 total $437.0 million or approximately

62.6% of total certificates of depoit The Company continues to operate

with core deposit relationship strategy that values long-term stable

customer relationship This strategy employs pricing strategy that

rewards customers that establish core accounts and maintain certain

minimum threshold account balance Based on market conditions and

other
liquidity considerations the Company may also avail itself to the

secondary borrowings discussed above

Total loans receivable increased $83.4 million or 3.6% during 2012

The Company anticipates that deposits cash and cash equivalents on

hand the cash flow from assets as well as other sources of funds will

provide adequate liquidity
for the Companys future operating investing

and financing needs

Management currently operates under capital plan for the Company

and the Bank that is expected to allow the Company and the Bank

to grow capital internally at levels sufficient for achieving its internal

growth projections while managing its operating and financial risks

The principal components of the capital plan are to generate additional

capital through retained earnings from internal growth access the

capital markets for external sources of capital such as common

equity and capital securities when necessary or appropriate redeem

existing capital instruments and refinance such instruments at lower

rates when conditions permit and maintain sufficient capital for safe

and sound operations The Company continues to assess its plan for

contingency capital needs and when appropriate the Companys

Board of Directors may consider various capital raising alternatives As

part of its assessment the Company performs stress tests on select

balance sheet components deemed to have inherent risk given relevant

economic and regulatory conditions in an effort to gauge potential

exposure on its capital position

On July 2010 the Company entered into securities purchase

agreements with WLR SBI Acquisition Co LLC an affiliate of WL

Ross Co LLC WL Ross members and affiliates of the Banks

founding Brown Family the Brown Family certain affiliates of Siguler

Guff Company LP the Siguler Guff Shareholders and certain

other institutional and accredited investors the Other Investors On

September 22 2010 the Company completed the issuance and sale

of 4672750 shares of its common stock and 88009 shares of its

Mandatorily Convertible Cumulative Non-Voting Perpetual Stock Series

the Series Preferred Stock for net proceeds of $98.5 million At

the Companys Annual Meeting of Shareholders held on November

2010 its shareholders approved an amendment to our Amended and

Restated Certificate of Incorporation allowing for the conversion of thO

88009 shares of Series Preferred Stock into 22002250 shares of

common stock at conversion price of $4.00 per share

On March 22 2011 the Company completed public offering of

28 750 000 shares of common stock at public offering price of $3 00

per share which included the full exercise of the over allotment option

granted to the underwriters to purchase an additional 750 000 shares

of common stock After deducting the underwriting discount and offering

expenses payable by the Company the net proceeds were $81.4 million

The Companys three largest shareholders WL Ross Siguler Guff and

the Brown Family along with certain officers and directors purchased

an aggregate of 10193224 shares in the offering WL Ross and the

Siguler Guff Shareholders maintafried their percentage interest in

the Company in the offering PurCuant to the terms of the securities

purchase agreements entered into between WL Ross the Siguler Guff

Shareholders the Brown Family and the Company in connection with

the private placement of Company securities in July 2010 each of these

investors was entitled to purchase shares in the offering at $2.85 per

share which represented the public offering price less the underwriting

discount of $0.15 per share paid to the underwriters on the other

shares sold

On April 11 2011 the Company issued and sold in private placement

transaction an additional 3802131 shares at $2.85 per share totaling

$10.8 million in additional stock proceeds pursuant to the exercise of

gross-up rights contained in the previously executed securities purchase

agreements with the three investors noted above The gross-up rights

were triggered by the underwriters exercise of the over-allotment option

in the public offering On August 2011 the Company issued in

private placement approximately 2378232 additional shares at $2.85

per share totaling $6.8 million in stock proceeds pursuant to the exercise

of gross-up rights The transactions were triggered pursuant to the

gross-up rights issued to Anchorage Capital Group LLC Anchorage
in connection with its purchase of shares in the public offering
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Not apphcable to bank holding companies

the currenteconomic environment The capital plan was also required

to contain dividend policy allowing dividends only if the Bank is in

compliance with the capital plan and obtains prior approval from the

0CC During the second quarter of 2010 the Company delivered its

profit and capitalpians to the 0CC The Company continues to maintain

and update appropriate capital and profit plan in accordance with the

0CC Agreement

The Bank also agreed to implement program to protect the

Banks interest in criticized or classified assets review and revise

the Banks loan review program implement program for the

maintenance of an adequate allowance for loan losses and revise

the Banks credit administration policies During the second quarter

of 2010 the Company revised and implemented changes to policies

and procedures pursuant to the 0CC Agreement As noted earlier in

this section the Bank also agreed that its brokered deposits will not

exceed 3.5% of its total liabilities unless approved by the 0CC Effective

October 18 2012 the 0CC approved an increase of this limit to 6.0%

Management does not expect this restriction will limit its access to

liquidity as the Bank.des not rely on brokered deposits as major

source of funding At December 31 2012 the Banks brokered deposits

represented 4.0% of its total liabilities

The Bank is also subject to individual minimum capital ratios

established by the 0CC requiring the Bank to continue to maintain

Leverage ratio at least equal to 50% of adjusted total assets to

continue to maintain Tier Capital ratio at least equal to 50% of

risk-weighted assets and to achieve by June 30 2010 and thereafter

maintain Total Capital ratio at least equal to 11.50% ofrisk-weighted

assets At December 31 2012 the Bank exceeded all of the three

capital ratio requirements established by the 0CC as its Leverage ratio

was 9.24% its Tier Capital ratio was 11.76% and its Total Capital

ratio was 13.02%

Management is working tàwards taking all of the necessary actions

for the Bank to becbme fully compliant with all requirements of the

0CC Agreement

Actual Adequacy Purposes
____________________

Amount Ratio Amount Ratio
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At December 31 2012 WL Ross beneficially owned approximately

24.7% of our outstanding common stock the Brown Family beneficially

owned approximately 18.1% of our outstanding common stock and

the Siguler Guff Shareholders and Anchorage each beneficiallyowned

approximately 9.8% of our outstanding common stock None of the

Other Investors beneficially owned more than 2% of our common stock

The Company is subject to regulatory capital requirements adopted by

the FRB for bank holding companies The Bank is also subject to similar

capital requirements adopted by the 0CC Under the requirements

the federal bank regulatory agencies have established quantitative

measures to ensure that minimum thresholds for Total Capital Tier

Capital and Leverage Tier Capital divided by average assets ratios

are maintained Failure to meet minimum capital requirements can

initiate certain mandatory and possibly additional discretionary actions

by regulators that if undertaken could have direct material effect on

the Companys and the Banks consolidated financial statements Under

capital adequacy guidelines and the regulatory framework for prompt

corrective action the Company and the Bank must meet specific capital

guidelines that involve quantitative measures of their assets and certain

off-balance sheet items as calculated under regulatory practices The

Companys and the Banks capital amounts and classifications are

also subject to qualitative judgments by the federal bank regulators

about components risk weightings and other factors The Companys

and the Banks risk-based capital ratios have been computed in

accordance with regulatory practices The Company and the Bank

were in compliance with these rsgulatory capital requirements of the

FRB and the 0CC as of December 31 2012 As discussed below and

elsewhere herein additional capital requirements have been imposed

on the Bank by the 0CC which the Bank was also in full compliance

with as of December 31 2012

On April 15 2010 the Bank entered into an Agreement with the

0CC the 0CC Agreement which contained requirements to develop

and implement profitability
arid capital plan that provides for the

maintenance of adequate capital to support the Banks risk profile in

TABLE REGULATORY CAPITAL LEVELS

December 31 2012

For Capital

To Be Well-Capitalized

Under Prompt Corrective

Action Provisions

Amount Ratio

Total Capital to Risk-Weighted Assets

Sun Bancorp Inc $340111 13.72% $198340 8.00% N/A

Sun National Bank 322041 1302 197964 8.00 $247455 10.00%

Tier Capital to Risk-Weighted Assets

Sun Bancorp Inc 293008 11.82 99170 4.00 N/A

Sun National Bank 290922 11.76 98982 4.00 148473 6.00

Leverage Ratio

Sun Bancorp Inc 293008 9.30 126080 4.00 N/A

Sun National Bank 290922 9.24 125902 4.00 157377 5.00



The Companys ratio of tangible equity to tangible assets which is

non-GAAP financial measure of risk was 6.95% at December 31

2012 compared with 8.41% at December 31 2011 Tangible-equity and

tangible assets are calculated by subtracting identifiable intangible assets

and goodwill from shareholders equity and total assets respectively

and may be used by investors to assist them in understanding how much

loss exclusive of intangible assets and goodwill can be absorbed before

shareholders equity is depleted The Companys and Banks regulators

also exclude intangible assets and goodwill from shareholders- equity

when assessing capital adequacy of each

The Companys capital securities are deconsolidated in accordance

with GAAP and qualify as Tier capital under federal regulatory

guidelines These instruments are subject to 25% cŁpitel limitation

under risk-based capital guidelines developed by the FRB lt March

2005 the FRB amended its risk-based capital standards to expressly

allow the continued limited inclusion of outstanding and prospective

issuances of capital securities in bank holding companys Tier

capital subject to tightened quantitative limits The FRBs amended

rule was to become effective March 31 2009 and would have limited

capital securities and other restricted core capital elements to 25% of all

core capital elements net of goodwill less any associated deferred tax

liability
On March 16 2009 the FRB extended for two years the ability

for bank holding companies to include restricted core capital elements

as Tier capital up to 25% of all core capital elements including

goodwill The portion that exceeds the 25% capital limitation qualifies

as Tier or supplementary capital of the Company At December 31

2012 the $74.1 million in capital securities qualify as Tier

The ability of the Bank to pay dividends to the Company is controlled

by certain regulatory restrictions Generally dividends declared in

given year by national bank are limited to its net profit as defined by

regulatory agencies for that year combined with its retained net income

for the preceding two years less any required transfer to
surplus

or to

fund for the retirement of any preferred stock In addition national

bank may not pay any dividends in an amount greatet than its undivided

profits and national bank may not declare any dividends if such

declaration would leave the bank inadequately capitalized Therefore

the ability of the Bank to declare dividends will depend on its future

net income and capital requirements Also banking regulators have

indicated that national banks should generally pay dividends only out of

current operating earnings Further per the 0CC Agreement dividend

may only be declared if it is in accordance with the apprOved capital

plan the Bank remains in compliance with the capital plan following the

payment of the dividend and the dividend is approved by the 0CC As

result of these restrictions the amount available for payment of dividends

to the Company by the Bank totaled $0 at December 31 2012

The Banks deposits are insured to applicable limits by the Federal

Deposit Insurance Corporation FDIC As part of the DoddFrank Wall

Street Reform and Consumer Protection Act of 2010 the Dodd-Frank

Act which was signed into law on July 21 p010 the maximum deposit

insurance limit is $250 thousand

In addition the Dodd-Frank Act amended the Federal Deposit

Insurance Act to provide for full deposit insurance coverage for

noninterest-bearing transaction accounts for two year period beginning

December 31 2010 This applies to all insured depository institutions

with no opt in or opt out requiremerts This amendment expired on

December 31 2012

In May 2009 the FDIC imposed special assessment equal to five

basis points of assets less Tier capital as of JUne 30 2009 payable

on September 30 2009 and reserved the right to impose additional

special assessments In November 2009 instead of imposing additional

special assessments the FDIC amended the assessment regulations to

require all insured depository institutions to prepay their estimated risk-

based assessments for the fourth quarter of 2009 and for all of 2010

2011 and 2012 on December 30 2009 For purposes of estimating the

future assessments each institutions base assessment rate in effect on

September 30 2009 was used assuming 5% annual growth rate in

the assessment base and three basis point increase in the assessment

rate in 2011 and 2012 The prepaid assessment will be applied against

actual quarterly assessments until exhausted Any funds remaining after

June 30 2013 will be returned to the institution If the prepayment

impairs an institutions liquidity or otherwise creates significant hardship

it was able to apply for an exemption Requiring this prepaid assessment

does not preclude the FDIC from chang assessment rates.or from

further revising the risk-based assessment system On December 30

2009 the Company paid the FDIC prepaid assessment of $18.3 million

which was to be recognized as expense for three-year period from that

date At December 31 2012 the remaining balance of the FDIC prepaid

assessment was $2.6 million with $3.9 million being recognized in

expense during 2012

Under federal law deposits and certain claims for administrative

expenses and employee compensation against an insyred depository

institution are afforded
priority over other general unsecured claims

against such an institution including federal funds and letters of credit

in the liquidation or other resolutiQn of such an institution by any receiver

appointed by regulatory authorities Such
priority

creditors would include

the FDIC

See Note 23 of the Notes to Consolidated Financial Statements for

additional information regarding regulatory matters

Asset and Liability Management Interest rate credit and

operational risks are among the most significant market risks impacting

the performance of the Company The Company has an Asset Liability

Committee ALCO composed of senior management representatives

from variety of areas within the Company ALCO which meets at least

quarterly devises strategies and tactics to maintain the net interest

income of the Company within acceptable ranges over variety of

interest rate scenarios Should the Companys risk modeling indicate an

undesired exposure to changes in interest rates there are number of

remedial options available including changing the investment portfolio

characteristics and changing loan and deposit pricing strategies Two

of the tools used in monitoring the Companys sensitivity to interest rate

changes are gap analysis and net interest income simulation

Gap Analysis Banks- are concerned with the extent to which they

are able to match maturities or re-pricing characteristics of interest

earning assets and interest-bearing liabilities Such matching is

facilitated by examining the extent to which such assets and liabilities

are interest-rate sensitive and by monitoring the banks interest rate
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sensitivity gap Gap analysis rreasures the volume of interest-earning

assets that will mature o1 re-price within specific time period

compared to the interest-bearing liabilities maturing or re-pricing within

that same time period On monthly basis the Company and the Bank

monitor their gap primarily cumulative thrnugh both six month and one

year maturities

At December 31 2012 the Companys gap analysis showed an

asset-sensitive position with total interest-bearing assets maturing or

re-pricing within one year exceeding interest-earning liabilities maturing

or re-pricing during the same time period by $493.6 million representing

positive one-year gap ratio of 15.3% All amounts are categorized

by their actual maturity anticipated call or re-pricing date with the

exception of interest-bearing demand deposits and savings deposits

Though the rates on interest-bearing demand and savings deposits

generally trend with open market rates they often do not fully adjust

to open market rates and frequently adjust with time lag As result

of prior experience during periods of rate
volatility

and managements

estimate of future rate sensitivities the Company allocates the interest-

Net Interest Income Simulation Due to the inherent limitations

of gap analysis the Company also uses simulation models to measure

the impact of changing interesi rates on its operations The simulation

model attempts to capture the cash flow and re-pricing characteristics

of the current assets and liabilities on the Companys balance sheet

Assumptions regarding such things as prepayments rate change

Table provides the maturity and re-pricing characteristics of the

Companys interest-earning assets and interest-bearing liabilities

at December 31 2012 All amounts are categorized by their actual

maturity or re-pricing date with the exception of interest-bearing

demand deposits and savings deposits As result of prior experience

during periods of rate volatility and managements estimate of future

rate sensitivities the Company allocates the interest-bearing demand

deposits and savings deposits into categories noted below based on the

estimated duration of those deposits

behaviors level and composition of new balance sheet activity and new

product lines are incorporated into the simulation model Net interest

income is simulated over 12-month horizon under variety of linear

yield curve shifts subject to certain limits agreed to by ALCO

TABLE INTEREST RATE SENSITIVITY SCHEDULE

Maturity/Re-pricing Time Periods

December 31 2012 0-3 Months 4-12 Months 1-5 Years Over Years Total

Interest-earning assets

FHLB interest- bearing deposits 699 699

Loans receivable 1246490 335655 583283 20581 2286009

lnvestmentsecurities 105435 97611 147431 108637 459114

Federal funds sold 91601 91601

Total interest-earning assets 1444225 433266 730714 229218 2837423

Interest bearing liabilities

Interest bearing non interest demand deposits 582 090 161 961 363 242 110 557 217 850

Savings deposits 74231 32751 87548 69624 264154

Time certificates 138417 299070 259774 625 697886

Federal Home Loan Bank Advances 334 70 430 60 582 61 416

Securities sold under agreements to repurchase 968 968

Guaranteed interest in Company subordinated debt 92 779 20 104 419 92 236

Other Borrowings 68 210 1472 5859 7609

Total interest-bearing liabilities 889887 494042 712362 246828 2343119

Periodic gap 554338 60776 18352 17610 494304

Cumulative gap 554338 $493562 $511914 $4943Q4

Cumulative gap as of total assets 17.2% 15.3% 15.9% 15.3%

Net interest income simulation analysis at December 31 2012

shows position that is slightly asset sensitive as rates increase The

net income simulation results are impacted by an expected continuation

of deposit pricing competition which may limit deposit pricing flexibility

in both increasing and decreasing rate environments floating-rate loan

floors initially limiting loan rate increases and relatively short liability

maturity structure including retail certificates of deposit

Actual results may differ from the simulated results due to such

bearing demand deposits and savings deposits based on an estimated

factors as the timing magnitude and frequency of interest rate

decay rate for those deposits

changes changes in market conditions management strategies and

differences in actual versus forecasted balance sheet composition and

activity Table provides the Companys estimated earnings sensitivity

profile versus the most likely rate forecast as of December 31 2012

The Company anticipates that strong deposit pricing competition

will continue to limit deposit pricing flexibility in an increasing and

decreasing rate environment
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Derivative Financial Instruments The Company utilizes certain

derivative financial instruments to enhance its ability to manage interest

rate risk that exists as part of its ongoing business operations In general

the derivative transactions entered into by the Company fall into one of

two types fair value hedge of specific fixed-rate loan agreement and

an economic hedge of derivative offering to Bank customer Derivative

financial instruments involve to varying degrees interest rate market

and credit risk The Company manages these risks as part of its asset

and
liability management process and through credit policies and

procedures The Company seeks to minimize counterparty credit risk by

establishing credit limits and collateral agreements The Company does

not ue derivative financial instruments for trading purposes For more

information on the Companys financial derivative instruments please

see Note 19 of the Notes to Consolidated Financial Statements

Disclosures about Contractual Obligations and Commercial

Commitments Purchase obligations include significant contractual

cash obligations Table provides the Companys contractual cash

obligations at December31 2012 Included in Table are the minimum

contractual obligations under legally enforceable contracts with contract

terms that are both fixed and determinable The majority of these

amounts are primarily for services including core processing systems

and telecommunications maintenance

TABLE CONTRACTUAL OBLIGATIONS

December 312012 Payments Due by Period

Less Than to to After

Total Year Years Years Years

Time deposits111 $697886 $437006 $166827 93428 625

Long-termdebt 154841 3928 7256 7262 136394

Leases 57447 4953 9610 9063 33822

Purchase obligations off-balance sheet 5489 5401 5969 2871 248

Total contractual cash obligations $925663 $451288 $189663 $112624 $172088

Amount represents the book value of time deposits including brokered time deposits

The Company maintains reserve for unfunded loan commitments and

letters of credit which is reported in other liabilities in the Consolidated

Statements of Financial Condition consistent with FASB ASC 825

Financial Instruments As of the balance sheet date the Company

records estimated losses inherent with unfunded loan commitments in

accordance with FASB ASC 450 Contingencies and estimated future

obligations under letters of credit in accordance with FASB ASC 460

Guarantees The methodology used to determine the adequacy of this

reserve is integrated in the Companys process for establishing the

allowance for loan losses and considers the probability of future losses

and obligations that may be incurred under these off-balance sheet

agreements The reserve for unfunded loan commitments and letters

of credit at December 31 2012 and December 31 2011 was $613

thousand and $381 thousand respectively Management believes this

reserve level is sufficient to absorb estimated probable losses related to

these commitments

Table provides the Companys off balanOe sheet commitments see Note 18 of the Notes to Consolidated Financial Statements for additional

information at December 31 2012

TABLE OFF BALANCE SHEET COMMITMENTS

December 31 2012 Amount of Commitment Expiration Per Period

Unfunded Less Than to to After

Commitments Year Years Years Years

Lines of credit 543594 $277208 $24295 $6595 $235496

Commercial standby letters of credit 40541 40232 309

Construction funding 101083 26039 75044

Othercommitments 157219 157219

Total off balance sheet commitments $842438 $500698 $99648 $6595 $235496
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Standby letters of credit are conditional commitments issued by

the Company to guarantee the performance of customer to third

party The uarantees are primarily issued to support private borrowing

arrangements The credit risk involved in issuing letters of credit is

essentially the same as that involved in extending loan facilities to

customers In the event of draw by the beneficiary that complies with

the terms of the letter of credit the Company would be requirert to

honor the commitment The Company takes various forms of collateral

such as real estate assets arid customer business assets to secure

the commitment Additionally all letters of credit are supported by

indemnification agreements executed by th customer The maximum

undiscounted exposure related to these commitments at December 31
2012 was $40.5 million and the portion of the exposure not covered

by collateral was approximatly $666 thousand We believe that the

utilization rate of these letters of credit will continue to be substantially

less than the amount of these commitments as has been our experience

to date

Impact of Inflation and Changing Prices The consolidated

financial statements of the Company and notes thereto presented

elsewhere herein have been prepared in accordance with GAAP which

requires the measurement of inancial condition and operating results

without considering the change in the relative purchasing power of

money over time and due to inflation The impact of inflation is reflected

in the increased cost of the Companys operations Nearly all the assets

and liabilities of the Company are monetary As result interest rates

have greater impact on the Companys performance than do the

effects of general levels of inflation Interest rates do not necessarily

move in the same direction or to the same extent as the price of goods

and services

FINANCIAL CONDITION

The Companys assets were $3.22 billion at December 31 2012

compared to $3.18 billion at December 31 2011 Gross loans

receivable and loans held-for-sale increased $82.8 million or 3.6%

to $2.40 billion at December 31 2012 as compared to $2.31 billion at

December 31 2011 The investment portfolio decreased $70.7 million

or 13.3% to $462.0 million at Jecember 31 2012 from $532.7 million

at December 31 2011 Deposits increased .7% to $2.71 billion at

December 31 2012 as compared to $2.67 billion at December 31
2011 Excluding junior subordinated debentures borrowing increased

$39.7 million or 127.0% to $71.0 million at December 31 2012

Loans Gross loans held-for-investment decreased $1 5.0 million

fror the prior year end to $2.28 billion at December 31 2012 as the

Company transferred $33.5 million of book balance loans to loans

held-for-sale as of December 31 2012 The Companys home equity

portfolio which includes second mortgages decreased $27.3 million

in comparison to the prior year end The Company continues to see

competition for loans across all products and market segments During

2012 competitive pressures have increased as interest rates fell to

historical lows and loan
activity

has increased as the economy improves

The trend of the Companys Iehding continues to ref lct the geographic

and borrower diversification of the commercial loan portfolio As the

Companys marketplace has expanded within the State of New Jersey

commercial lending activities have grown especially in the central and

northern parts of the state The recent recession which impacted all

aspects of the national and regional economy and the slow pace of

recovery have created increased stress in our loan portfolios and have

had an adverse effect on the Companys financial condition and results

of operation At December 31 2012 and 2011 the Company did not

have more than 10% of its total loans outstanding concentrated in

any one industry category including but not limited to the hospitality

entertainment and leisure industries and general office space The loan

categories are based upon borrowers engaged in similar activities who

would be similarly impacted by economic or other conditions

Table provides selected data relating to the composition of the

Companys loan portfolio by type of loan and type of collateral at

December 31 2012 2011 2010 2009 and 2008
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TABLE SUMMARY OF LOAN PORTFOLIO

Type of Collateral

Many of the Company commercial and industrial loans have real

estate component as part of the collateral securing the accommodation

Additionally the Company makes commercial real estate loans for the

aôquisition refinance improvement and construction of real property

Loans secured by owner occupied properties are dependent upon the

successful operation of the borrowers business If the operating company

experiences difficulties in terms of sales volume and/or profitability the

borrowers ability to repay the loan may be impaired Loans secured

by properties where repayment is dependent upon payment of rent

by third-party tenants or the sale of the property may be impacted by

lossof tenants lower lease rates needed to attract new tenants or the

inability to sell completed project in timely fashion and at profit

At December 31 2012 commercial and industrial loans secured by

commercial real estate properties totaled $1 .11 billion of which $527.8

million or 47.4% were classified as owner occupied and $584.9

million or 52.6% were classified as non-owner occupied Management

considers these loans to be well diversified across multiple industries

The Companys home equity loan portfolio including second mortgages

represents 10.7% of total loans outstanding at December 31 2012

The home equity loan portfolio decreased $27.3 million or 10.3% from

December 31 2011 Usage of home equity lines of credit has remained

constant at approximately 48.4% over the past year with approximately

25.4% of the overall home equity loan portfolio baancebeing in

first lien position At December 31 2012 residential rea estate loans

represent 12.3% of total loans outstanding and is the largest component

of the Companys non-commercial portfolio The residential loan portfolio

increased $173.0 million or 172.2% from December 31 2011 This

increase is due to the Companys strategy implemented in 2011 to

increase its held for investment jumbo residential mortgage portfolio

Table provides the estimated maturity of the Companys loan

portfolio at December 31 2012 The table does not include potential

prepayments or scheduled principal payments Adjustable-rate

mortgage loans are shown based on contractual maturities
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December 31 2012 2011 2010 2009 2008

Amount Amount Amount Amount Amount

Net loans receivable

Type of Loan

Commerial and industrial $1725567 77.37% $1878026 83.49% $2103492 85.74% $2249365 84.64% $2234202 82.67%

Home equity 207720 9.31 224517 9.98 239729 9.77 258592 9.73 274360 10.15

Second mortgage 30842 1.38 41470 1.84 53912 2.20 68592 2.58 84388 3.12

Residential real estate 273413 12.26 100438 4.47 79074 3.22 75322 2.83 67473 2.50

Other 38618 174 46671 2.07 58963 2.40 65776 2.47 79402 2.94

Less Loan loss allowance 45873 2.06 41667 1.85 81713 3.33 59953 2.25 37309 1.38

$2230287 100.00% $2249455 100.00% $2453457 100.00% $2657694 100.00% $2702516 100.00%

Residential real estate

1-4 family 543439 24.37% 429106 18.88% 426488 17.38% 460106 17.31% 494828 18.31%

Other 19425 0.87 15127 0.67 19835 0.81 22992 0.87 24692 0.91

Construction and land development

1-4famiiy 6438 0.29 15807 0.70 28816 1.17 43803 1.65 64646 2.39

Other 50753 2.28 82116 3.61 147909 6.03 187624 7.06 153205 5.67

Commercial real estate 1096982 49.19 1226349 53.96 1385210 56.46 1503301 56.56 1495398 55.34

Commercial business loans 522202 23.41 500301 22.01 466870 19.03 425541 16.01 434097 16.06

Consumer 30536 1.37 37087 1.63 43835 1.79 50827 1.91 56312 2.08

Other 6385 0.28 8421 0.37 16207 O66 23453 0.88 16647 0.62

Less Loan loss allowance 45873 2.06 41667 1.83 81713 3.33 59953 2.25 37309 1.38

Net loans receivable $2230287 100.00% $2272647 100.00% $2453457 100.00% $2657694 100.00% $2702516 100.00%



TABLE ESTIMATED MATURITY OF LOAN PORTFOLIO

Due After

Due Within Through Due After Allowance for

December 31 2012 Year Years Years Loan Loss Total

Commercial and industrial 354373 $1 002974 $368220 $33197 $1692370

Home equity 308 6579 231675 2734 235828

Residential real estate 1576 388 271449 3333 270080

Other 5944 4576 28098 6609 32009

Total $362201 $1014517 $899442 $45873 $2230287

Amount includes both home
equity

and second mortgages

Table 10 provides the dollar amount of all loans due one year or more

after December 31 2012 which have pre-determined interest rates and

which have floating or adjustable interest rates

TABLE 10 LOANS GREATER THAN 12 MONTHS

Commercial and industrial

Home equity

Residential real estate

Other

Floating or

Adjustable

Rates Total

910177 1371194

206947 238254

99252 271837

3262 32674

$1219638 $1913959

Amount includes both home equity and second mortgages

See Notes and of the Notes to Consolidated Financial Statements

for additional information on loans

Non-Performing and Problem Assets

Loan Delinquencies The Companys collection procedures provide

for late charge assessment alter commercial loan is 10 days past

due or residential mortgage loan is 15 days past due The Company

contacts the borrower and payment is requested If the delinquency

continues subsequent efforts are made to contact the borrower If the

loan continues to be delinquent for 90 days or more the Company usually

declares the loan to be in default and payment in full is demanded

The Company will initiate collection and foreclosure proceedings and

steps will be taken to liquidate any collateral taken as security for the

loan unless other repayment arrangements are made Delinquent loans

are reviewed on case-by-case basis in accordance with the lending

policy

Interest accruals are generally discontinued when loan becomes 90

days past clue or when collection of principal or interest is considered

doubtful When interest accruals are discontinued interest credited to

income in the current year is reversed and interest accrued in the prior

year is charged to the allowance for loan losses Generally commercial

loans and commercial real estate loans are charged-off no later than

180 days delinquent unless the loan is well secured and in the process

of collection or other extenuating circumstances support collection

Residential realestate loans are typically placed on non-accrual at the

time the loan is 90 days delinquent Other consumer loans are typically

charged-off at 180 days delinquent In all cases loans must be placed

on non-accrual or charged-off at an earlier date if collection of principal

or interest is considered doubtful

Non-Performing Assets Total non-performing assets decreased

$9.6 million from $112.7 million at December 31 2011 to $103.1

million at December 31 2012 This decrease was primarily result

of decrease in non-accrual loans of $63.7 million due to the May

2011 loan sale Commercial non-accrual loans were $53.3 million at

December 31 2012 Interest income that would have been recorded on

non-accrual loans as of December 31 2012 under the original terms

of such loans would have totaled approximately $7.7 million for 2012

The ratio of non performing assets to net loans decreased to 62% at

December 31 2012 compared to 4.96% at December 31 2011

Table 11 provides summary of non-performing assets at

December 31 2012 2011 2010 2009 and 2008

SUN BANc0RP INC

December 31 2012 Fbed-Rates

$461017

31307

172585

29412

$694321Total



TABLE 11 SUMMARY OF NON-PERFORMING ASSETS

Total non performing loans to net loans receivable

Total non-performing loans to total assets

Total non-performing assets to net loans receivable

Total non-performing assets to total assets

Total allowance for loan losses to total hon-erformin loans

Potential ProblemLoans At December 31 2012 there were 18 loan

relationships aggregating $9.2 million for which known information

exists as to the potential inability of the borrowers to comply with

present loan repayment terms and have therefore caused management

to place them on its internally monitored loan list The classification

of these loans however does not imply that management expects

losses but that it believes higher level of scrutiny is prudent under

the circumstances These loans were not classified as non-accrual and

were not considered non-performing Depending upon the state of the

economy future events and their impact on these borrowers these

loans and others not currently so identified could be classified as non-

performing assets in the future At December 31 2012 these loans

were current and well collateralized

4.29% 4.74% 7.08% 3.61% 1.73%

2.97% 3.38% 5.08% 2.68% 1.29%

4.62% 4.96% 7.24% 3.96% 1.81%

3.20% 3.54% 5.20% 2.94% 1.35%

47.97% 38.69% 47.02% 62.56% 79.69%

Real Estate Owned Real estate acquired by the Company as result

of foreclosure or deed in lieu and bank property that is not in use is

classified as realestate owned until such time as it is sold The property

acquired through foreclosure or deed in lieu is carried at the lower of

the related loan balance or fair value of the property based on current

appraisal less estimated cost to dispose Losses arising from foreclosure

are charged against the allowance for loan losses Bank property is

carried at the lower of cost or fair value less estimated cost to dispose

Costs to maintain real estate owned and any subsequent gains or losses

are included in the Companys results of operations Table 12 provides

summary of real estate owned at December 31 2012 and 2011

December 31 2012 2011

Commercial properties $5382 $1777

Residential properties 696 683

Bank properties 1395 1560

Total $7473 $5020

SUN BANCOP INC

December 31 2012 2011 2010 2009 2008

Non-performing loans

Loans accounted for on non-accrual basis

Commercial and industrial 53315 81041 $148517 73596 $37528

Commercial and industrial held-for-sale 10224

Home equity lines of credit 3714 3620 4616 4737 1682

Home equity term loans 1226 1246 1134 938 130

Residential real estate 5747 2522 4243 7443 2225

Other 658 1227 916 1168 668

Total non-accruing loans 74884 89656 159426 87882 42233

TDR non-accruing 18244 17875 11796

TDR non-accruing held-for-sale 2499

Accruing loans that are contractually past due 90 days or more

Commercial and industrial 138 1167 6457 4014

Home equity lines of credit 379 286

Home equity term loans 891

Residential real estate 72 49 162

Other 16 936 561 125

Total loans 90-days past due 154 2554 7958 4587

Total non-performing loans 95627 07685 73776 95840 46820

Real estate owned 7473 5020 3913 9527 1962

Total non performing assets $103100 $112 705 $177 689 $105 367 $48 782

TABLE 12 SUMMARY OF REAL ESTATE OWNED



Table 13 provides summary of real estate owned activity for the year ended December 31 2012

TABLE 13 SUMMARY OF REAL ESTATE OWNED ACTIVITY

Real estate owned increased $2.5 million to $7.5 million at

December 31 2012 as compared to December 31 2011 During 2012

the Company transferred $7.7 million in book value of loans into real

estate owned including 23 commercial properties aggregating $6.0

million three bank properties totaling $1 .4 million and four residential

properties for $315 thousand In 2012 the Company recorded $1.4

million of write-downs of real estate owned including $149 thousand

on the carrying value of four residential properties $733 thousand on

the carrying value of six bank properties and $439 thousand on the

carrying value of six commercial properties There were 11 commercial

properties two bank properties and six residential properties with

carrying amounts of $2.0 million $797 thousand and $1.2 million

respectively sold during the year ended December 31 2012 resulting

in net gain of $345 thousand which is included in real estate owned

expense net in the consolidated statements of operations The Company

recognized reduction of carrying value of $3.9 million on these sales

See Note of the Notes to Consolidated Financial Statements for

additional information on real estate owned

Allowances for Losses on Loans The Companys allowance

for losses on loans was $45.9 million or 2.02% of gross loans held-

for-investment at December 31 2012 compared to $41.7 million or

.82% of gross loans held-for-investment at December 31 2011 The

provision for loan losses was $57.2 million for 2012 $74.3 million

for 2011 and $101.5 million for 2010 The decrease in the provision

for loan losses is due to the impact of the prior year loan sale as well

as decrease in non-accrual loans and criticized and classified loans

Commercial Total

and
stabilizing delinquencies Net charge-offs were $53.0 million for

the year ended December 31 2012 as compared to $114.7 million

for the year ended December 31 2011 The decrease in net charge

offs during 2012 was primarily due to $69.4 million of lOsses recorded

on the sale of commercial real estate loans in the prior year For the

credit related charge-offs management has been monitoring the

performance economic climate and future cash flow potential of these

relationships for some time and strongly believes all of these borrowers

have been profoundly impacted by the severity of the recession and

the seemingly prolonged return to stable economic conditions During

2012 the Company signed cfefirfitive agreement to selr$45.8 million

of loans having book balance of $35.1 million to third party investor

and the related loans were moved to loans held-forsale and recorded

at lower of cost or market The resulting charge-offs totaled $13.1

million Excluding charge-otis related to the loan sale the remaining net

charge-otis in 2012 are primarily due to 10 commercial relationships

totaling $23.2 million The decrease in 2012 net charge-otis resulted

in decrease in net charge-offs to average outstanding loans to 2.29%

for 2012 as compared to 83% for 2011 and 95% for 2010 Non

performing loans also decreased $121 million to $95.6 million at

December 31 2012 as compared to $107.7 million at December 31

2011 as result of problem loan resolution strategies implemented

in 2012 During 2012 the Company entered into three troubled debt

restructuring agreements TDR which were on non accrual status

and had carrying amount of $9 million at December 31 2012

At or for year-ended December 312012

Underlying Property

Residential Bank

Balance beginning of year 1777 1683 $1560 5020

Transfers into real estate owned 6000 315 1365 7680

Transfers into operations

Sale of real estate owned 1956 53 797 3906
Write down of real estate owned 439 149 733 1321

Balance end of year 5382 696 $1395 7473
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Table 14 provides information with respect to changes in the Companys allowance for loan losses for the years ended December 31 2012 2011

2010 2009 and 2008

TABLE 14 ALLOWANCE FOR LOAN LOSSES

At or for the Years EndedDecember 31 2012 2011 2010 2009 2008

Allowance for loan losses beginning of year 41667 81713 59953 37309 27002

Charge-dffs

Commercial and industrial 51265 112108 74014 19898 6520
Home equity 2222 3038 3435 1795 1012
Second mortgage 267 299 761 81 81
Residential real estate 249 1064 1085 360 346

Other 1610 1303 1507 2614 2769

Total charge-offs 55613 117812 80802 24748 10728

Recoveries

Commercial and industrial 1950- 2459 482 334 619

Home equity 422 60 60 67 24

Second mortgage 28 28 26

Residential real estate 14 43 199

Other 190 523 277 316 386

Total recoveries 2604 3113 044 726 1035

Net charge-offs 53009 114699 79758 24022 9693
Provision for loan losses 57215 74266 101518 46666 20000

Reserves transferred 387

Allowance for loan losses end of year 45873 41667 81713 59953 37309

Net loans charged-off as percent of average loans outstanding 2.29% 4.83% 2.95% 0.88% 0.37%

Allowance for loan losses as percent of tQtalgross loaps outstanding 2.02% 1.80% 3.22% 121 .36%

Table 15 provides the allocation of the Companys allowance for loan category does not represent the total available for future losses that

losses by loan category and the percent of loans in each category to may occur within the loan category since the allowance for loan losses

loans receivable at December 31 2012 2011 2010 2009 and 2008 is valuation reserve applicable to the entire loan portfolio

The portion of the allowance for loan losses allocated to each loan

TABLE 15 ALLOCATION OF ALLOWANCE FOR LOAN LOSSES

December 31 2012 2011 2010 2009 2008

Amount Amount Amount Amount Amount

Allowance for loan losses

commercial and industrial $33197 72.37% $34227 82.14% $76759 82.97% $55359 82.77% $33342 81 .55%

Residentiatreal estate 3333 7.27 903 2.17 661 3.12 494 2.77 375 2.46

Homeequity1 2734 5.96 2566 6.16 3084 11.58 3034 12.04 2738 13.09

Other 6609 14.41 3971 9.53 1209 2.33 1066 2.42 854 2.90

Total allowance for loan

losses $45873 100.0% $41667 100.0% $81713 100.0% $59953 100.00% $37309 loO.00%

Amount includes both home equity and second mortgages

See Note of the Notes to Consolidated Financial Statements for additional information on the allowance for loan losses

Investment Securities Investment securities available for sale For the year ended December 31 2012 the Companys investment

and held to maturity decreased $72.8 million or 14.1% from $516.9 impairment review did not identify any credit losses During 2011 the

million at December 31 2011 to $444.1 million at December 31 2012 Company realized 0Th charges of $250 thousand on single issuer
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trust preferred security with par value of $5.0 million The cumulative The Companys investment policy isestäblished by senior management

OTTI on the single issuer trust preferred security is $1.2 million The and approved by the Board of Directors It is based on asset and liability

estimated average life of the investment portfolio at December 31 2012 management goals and is designed to provide portfolio of high quality

was years with an estimated modified duration of years The investments that optimizes interest income within acceptable limits of

reinvestment strategy for 2013 is expected to maintain the average risk and liquidity

life duration and portfolio size at approximately the same levels as
Table 16 provides the estimated fair value and amortized cost of the

December 31 2012
Companys portfolio of investment securities at December 31 2012

2011 and 2010 For all debt securities classified as available for sale

the carrying value is the estimated fair value

TABLE 16 SUMMARY OF INVESTMENT SECURITIES

December 31 2012 2011 2010

Net Net Net

Unrealized Estimated Unrealized Estimated Unrealized Estimated

Amortized Gains Fair Amortized Gains Fair Amortized Gains Fair

Cost Losses Value Cost Losses Value Cost Losses Value

Avaiiable for saie

u.s.Treasuryobligations 9998 13 10011 11999 80 12079 47017 47019

U.S Government agencies 4966 17 4949

U.S Government agency

mortgage-backed securities 348854 6124 354978 423269 5635 428904 32997a 1486 328487

Other mortgage-backed securities 287 286 323 27 296 7472 1335 6137

State and municial obligations 36848 3322 40170 45424 3361 48785 82744 347 82397

Trust preferred securities 12622 6740 5882 12619 771 4908 12867 7225 5642

corporate Bonds 24449 993 25442 19689 281 19408

Other 1464 1464 1165 1165 3182 3182

Totai avaliabie for saie

investment securities $439488 $3694 $443182 $514488 1057 $515545 $483255 $10391 $472864

Heid to maturity

u.s Government agency

mortgage-backØdsecurities 662 48 710 1344 69 1413 2887 116 3003

Other mortgage-backed securities 250 250 152 152

Total held to maturity

investmentsecurities 912 48 960 1344 69 1413 3039 166 3155

Table 17 provides the gross unrealized losses and fair value at December 31 2012 aggregated by investment category and length of time the

individual securities have been in continuous unrealized loss position

TABLE 17 ANALYSIS OF GROSS UNREALIZED LOSSES BY IN VESTMENT CATEGORY

December 312012 Less than 12 Months 12 Months or Longer Total

Gross Gross Gross

Estimated Unrealized Estimated Unrealized Estimated Unrealized

Fair Value Losses Fair Value Losses Fair Value Losses

U.S Government agencies 4949 17 4949 17
U.S Government agency

mortgage-backed securities 69145 980 69145 980

Other mortgage-backed securities 286 286

Trust preferred securities 5882 6740 5882 6740

Total $74380 $998 $5882 $67tO $80262 $7738
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The Company determines whether the unrealized losses are

temporary in accordance with FASB ASC 325 Investments-Other.- and

FASB ASC 320 Investments-Debt and Equity Securities The evaluation

is based upon factors such as the creditworthiness of the underlying

borrowers performance of the underlying collateral if applicable and

the level of credit support in the security structure Management also

evaluates other facts and circumstances that may be indicative of an

OTTI condition This includes but is not limited to an evaluation of the

type of security length of time and extent to which the fair value has

been less than cost and near-term prospects of the issuer

For the year ended December 31 2012 the Company reviewed its

unrealized losses on securities to determine whether such losses were

considered to be OTTI As previously discussed this review indicated

no such unrealized losses were due to deterioration in credit of the

underlying securities

U.S Government Agencies At December 31 2012 the gross

unrealized loss in the category of less than 12 months of $17thousand

consisted of one agency security with an estimated fair value of $4.9

million issued and guaranteed by US Government sponsored agency

The Company monitors key credit metrics such as delinquencies

defaults cumulative losses and credit support levels to determine if an

0111 exists As of December 31 2012 management concluded that

an OTTI did not exist on the aforementioned security based upon its

assessment Management also concluded that it does not intend to sell

the security and that it is not more likely
than not it will be required

to sell the security before their recovery which may be maturity and

management expects to recover the entire amortized cost basis of

this security

U.S Government Agency Mortgage-Backed Securities At

December 31 2012 the gross unrealized loss in the category of less

than 12 months of $980 thousand consisted of nine mortgage-backed

securities with an estimated fair value of $69.1 million issued and

guaranteed by U.S Government sponsored agency The Company

mOnitors key credit metrics such as delinquencies defaults cumulative

losses and credit support levels to determine if an 0Th exists As of

December 31 2012 management concluded that an 0111 did not exist

on any of the aforementioned securities bayed upon its assessment

Management also concluded that it does not intend to sell the

securities and that it is not more likely
than not it will be required to

sell the securities before their recovery which may be maturity and

management expects to recover the entire amortized cost basis of

these securities

Other Mortgage-Backed Securities At December 31 2012

the gross unrealized loss in the category of 12 months or longer of

$1 thousand consisted of one non-agency mortgage-backed security

with an estimated fair value of $286 thousand This security was rated

AA by at least one nationally recognized rating agency The Company

monitors key credit metrics such as delinquencies defaults cumulative

losses and credit support levels to determine if an OTTI exists As of

December 31 2012 management concluded that an OTTI did not exist

on the this security and believes the unrealized loss is due to increases

in market interest rates since the time the underlying security was

purchased

Trust Preferred Securities At December 31 2012 the gross

unrealized loss in the category of 12 months or longer of $6.7 million

consisted of two trust preferred securities The trust preferred securities

are comprised of one non-rated single issuer security with an amortized

cost of $3.8 million and an estimated fair value of $1.9 million and

one non-investment grade rated pooled security with an amortized

cost of $8.8 million and estimated fair value of $3.9 million The non-

investment grade pooled security is senior position in the capital

structure with
approximately

1.93 times principal coverage as of the

last reporting date

In August 2009 the issuer of the single issuer trust preferred security

elected to defer its normal quarterly dividend payment As contractually

permitted the issuer may defer dividend payments to five years

with accumulated dividends and interest on those deferred dividends

paable upon the resumption of its scheduled dividendpayments The

issuer is currently operating under an agreement with its regulators

The agreement stipulates the issuer must receive permissionfrom its

regulators prior to resuming its scheduled dividend payments

During the year ended December 31 2012 the Company did ot

record credit related 0111 charge related to this deferring single

issuer trust preferred security Based on the Companys most recent

evaluation1 the Company does not expect the issuer to default on the

security based primarily on the issuers subsidiary bank reporting that

it meets the minimum regulatory requirements to be considered well

capitalized institution The Company recognizes the length of time the

issue has been in deferral the difficult economic environment and some

weakened performance measures while recently improving increases

the probability that full recovery of principal and anticipated dividends

may not be realized However the Company concluded that an additional

impairment charge was not warranted at December 31 2012

Expected maturities of individual securities will differ from contractual

maturities because borrowers may have the
right to call or prepay

obligations with or without call or prepayment penalties Table 18 provides

an estimated maturity summary with the carrying values and weighted

average yields on the Companys portfolio of investment securities at

December 31 2012 The investment securities are presented in the

table based on current prepayment assumptions Yields on tax exempt

obligations have been calculated on tax equivalent basis
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TABLE 18 MATURITY DISTRIBUTION OF INVESTMENT SECURITIES

662 3.82%

25O 0.89

912 3.01%

See Note of the Notes to Consolidated Financial Statements for additional information on investment securities

Restricted Equity Investments During 2012 restricted equity

investments increased $2.1 million to $17.9 million at December 31

2012 from $15.8 million at December 31 2011 The Company through

the Bank is member of the Federal Reserve the Federal Home Loan

Bank of New York FHLBNY and Atlantic Central Bankers Bank

and is required to mapntain an investment in the capital stock of each

The FRB FFILBNY and the Atltritic Central Bankers Bank stock are

restricted in that they can only ba redeemed by the issuer at par value

These securities are carried at cost and the Company did not identify

any events or changes in circumstances that may have had an adverse

effect on the value of the investment in accordance with FASB ASC 942

Financial Services Depositoty and Lending As of December 31 2012

management does not believe that an OTTI of these holdings exists and

expects to recover the entire cost of these securities

Bank Owned Life Insurance During 2012 bank owned

life insurance BOLl increaed $2 million to $76 million at

December 31 2012 Of the $76.9 million BOLl cash surrender value

the Company had $25.4 million invested in general account and

$51.5 million in separate account at December 31 2012 The BOLl

separate account is invested ri mortgage-backed securities fund

which is managed by an independent investment firm Pricing volatility

of these underlying investments may have an impact on investment

income however these fluctualions would be partially mitigated by

stable value wrap agreement which is component of the separate

account While generally protected by the stable value wrap significant

declines in fair value may result in charges in future periods for values

outside the wrap coverage

Cash and cash Equivalents Cash and cash equivalents

increased $49.8 million to $169.6 million at December 31 2012 from

$119.8rnillion at December 31 2011 This increase is primarily due to

the decrease of $70.7 million investment securities in 2012 and the

increase of $45.2 million deposits partially offset by an increase of

$83.3 million in gross loans receivable during the same period

Goodwill The goodwill balance was $38.2 million at December 31

2012 and 2011 See the Critical Accounting Policies Judgments and

Estimates section for additional detail

Deferred Taxes net Deferred taxes net increased $1.1 million

from $432 thousand at December 31 2011 to $1.5 ml1ion at

December 31 2012 due to an increase in unrealized gains on investment

securities

Deposits Deposits at December 31 2012 totaled $2.7 billion

an increase of $45.2 million or 1.7% from December 31 2011

Core deposits which exclude all certificates of deposit decreased

$19.1 million to $2.02 billion or 74.3% of total deposits at

December 31 2012 as compared to $2.03 billion or 76.3% of total

deposits at December 31 2011
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Year or Less 105 Years to 10 Years More than 10 Years Total

Carrying Carrying Carrying Carrying Carrying

Value VieW Value Yield Value Yield Value Yield Value Yield

$10011 0.78%

December 31 2012

Available for sale

U.S Treasury obligations

U.S Government agencies

U.S Government agency

mortgage-backed securities

Other mortgage-backed securities

State and municipal obligations

Corporate bonds

Trust preferred securities

Other securities

-%$
4949

-%

2.08

225

$10011

4949

9320 1.41

5.23

25442

1216 0.01 248

Total available for sale

investment securities

21668 2.57 323990 1.81

286 2.82

31159 4.23

5882 1.24

8786 4.19

2.20

1.00

$11 42 0.78% $35010

0.78%

2.08

1.84

2.S

4.23

2.20

1.24

0.18

354978

286

1179

25442

5882

1464

Held to maturity

U.S Government agency

mortgage-backed securities

Other mortgage-backed

securities

198% $35403 290% $361 317 201% $443182 205%

Total held to maturity

investmentsecurities

0% 662 3.82%

250 0.89

250 89% 662 82%



Table 19 provides summary of deposits at December 312O12 2011 and2010

TABLE 19 SUMMARY OF DEPOSITS

December 31 2012 2011 2010

Demand deposits $1751183 $1 772 386 $1 862 940

Savings deposits 264155 262044 279086

Time deposits under $100000 323768 376369 480993

Timedeposits $100000 or more 256725 177747 228121

Brokered time deposits 117393 79431 89320

Total $2713224 $2667977 $2940460

Consumer and commercial deposits are attracted principally from every customer The relationship pricing strategy rewards customers

within the Companys primary marketarea through wide complement that establish core accounts and maintain certain minimum threshold

of deposit products that include checking savings money market account balance Management regularly meets to evaluate internal cost

certificates of deposits and individual retirement accounts The Company of funds to analyze the competition to review the Company cash flow

continues to operate with core deposit relationship strategy that values requirements for lending and liquidity and executes any appropriate

the importance of building long term stable relationship with each and pricing changes when necessart

Table 20 provides the distribution of total deposits between core and non-core at December 31 2012 2011 and 2010

TABLE 20 DISTRIBUTION OF DEPOSITS

December 31 2012 2011 2010

AmOunt%.T AmoUnt Amount

Core deposits $2015338 74.28% $2034430 76.3% $2142026 72.8%

Non core deposits 697886 25 72 633 547 23 798 434 27

Total deposits $2713224 100.0% $2667977 100.0% $2940460 100.0%

Table 21 provides summary of certificates of deposit of $100 000 Borrowings Borrowed funds excluding debentures held by trusts

or more by remaining maturity at December 312012 1nCràsºd $40 fl iTlioæto$34 million at December 31 2012 from

$23.4 million atDecember 31 2011

Table 22 provides themaximum month end amount of borrowings by

typeduringthe yearsended December 31 2012 and 2011

TABLE 22 SUMMARY OF MAXIMUM MONTH END BORROWINGS

TABLE 21 CERTIFICATES OF DEPOSIT OF $100000 OR MORE

December 31 2012 Amount

Three months or less 48681

Over three through six months 38031

Over six through twelve months 70761

Over twelve months 99252

Total $256725

See Note 11 of the Notes to Consolidated Financial Statements for

additional information on deposits

Vºars Ended December 31 2012 2011

FHLBNY advances 2625 3895

FHLBNY repurchase agreements 45000 15000

FHLBNY overnight line of credit 37000

Repurchase agreements with customers 7278 8249
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Table 23 provides information regarding FHLBNY advances and FHLBNY repurchase agreements interest rates approximate weighted average

amounts outstanding and their approximate weighted average rates at or for the years ended December 31 2012 2011 and 2010

TABLE 23 SUMMARY OF FHLBNY BORROWINGS

2012

1415

5.43%

2023

5.00%

$60000

2.02%

$16250

1.99

-%

$18333

2.30%

2011

2733

4.75%

$3317

4.62%

-% -%

$2500
-% 5.80%

Table 24 provides information regarding securities sold under agreements to repurchase with customers interest rates approximate average

amounts outstanding and their approximate weighted average ratesat December 31 2012 2011 and 2010

TABLE 24 SUMMARY OF SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE WITH CUSTOMERS

At or for the Years Ended December 31 ________________________________ _______

Balance at year end

Weighted average interest rate at year end

Approximate average amount outstanding during the year

Approximate weighted average rate dunng the year

Deposits are the primary source of funds for the Companys lending

activities investment activities and general business purposes Should

the need arise the Company has the ability to access lines of credit

from various sources including the FRB the FHLBNY and various other

correspondent banks In addition on an overnight basis the Company

has the
ability

to sell securities under agreements to repurchase

See Notes 12 and 13 of the Notes to Consolidated Financial

Statements for additional information on borrowings

Junior Subordinated Debentures Held by Trusts that Issued

Capital Debt Table 25 provides summary of the outstanding capital

securities issued by each Issuer Trust and the junior subordinated

debenture issued by the Company to each Issuer Trust as of

December 31 2012

SUN BANC0RP INC

At or for the Years Ended December 31

FHLBNY term amortizing advarces outstanding at year end

Weighted average interest rate at year end

Approximate average amount outstanding during the year

Approximate weighted average rate during the year

FRLBNY term non-amortizing advances outstanding at year end

Weighted average interest rate at year end

Approximate average amount outstanding during the year

Approximate weighted average rate during the year

FHLBNY repurchase agreements outstanding at year end

Weighted average interest rate at year end

Approximate average amount outstanding during the year

Approximate weighted average rate during the year

2010

3999

4.51%

4561

4.45%

$1 5000

4.84%

$1 5000

4.91%

$15000

4.84%

$1 5000

4.91%

2012 2011

$1968 $5668

0.17% 0.08%

$4859 $6659

0.15% 0.10%

2010

6307

0.21%

$15243

019%



TABLE 25 SUMMARY OF CAPITAL SECURITIES AND JUNIOR SUBORDINATED DEBENTURES

On January 23 2009 and Deôember 30 2008 the capital securities

of Sun Capital Trust VI and Sun Capital Trust respectively became

eligible for redemption As.a result of the current interest environment

the Company has elected not to call these securities however the

Company maintains the
right to call these securities in the future on the

respective payment anniversary dates

The Company has customarily relied on dividend payments from the

Bank to fund junior subordinated debenture interest obligations The

amount available for payment of dividends to the Company by the Bank

was $0 as of December 31 2012 and no dividends may be paid by the

Bank without 0CC approval Per the 0CC Agreement dividend may

only be declared if it is in accordance with the approved capital plan the

Bank remains in compliance with the capital plan following the payment

of the dividend and the dividend is approved by the 0CC The Company

believes it is capable of funding its junior subordinated debenture

interest obligations through available cash balances maintained at the

bank holding company for the period of time necessary until earnings

are expected to support dividend from the Bank See Note 23 of the

Notes to Consolidated Financial Statements for additional information on

dividend limitations

Other UabiIities Other liabilities totaled $82.9 million at

December 31 2012 and $82.4 million at December 31 2011

Derivative liabilities are the primary component of other liabilities See

Note 19 of the Notes to Consolidated Financial Statements for additional

information on derivative instruments

FORWARD-LOOKING STATEMENTS

The Company may from time to time make written or oral forward

looking statements including statements contained in the companys

filings with the secudties and exchange commission in its reports to

shareholders and in other communications by the Company which

are made in good faith by the company pursuant to the safe harbor

provisions of the private securities
litigation reform act of 1995 Forward-

looking statements often include the words believes expects

anticipates estimates forecasts intends plans targets

potentially probably projects outlook or similar expressions

or future or conditional verbs such as may will should would

could

statements and assumptions relating to financial performance

statements relating to the anticipated effects on results of operations

or financial condition from recent or future developments or events

statements relating to our business and growth strategies and our

regulatory capital levels

statements relating to potential sales of our criticized and classified

assets and

any other statements projections or assumptions that are not

historical facts

Actual future results may differ materially from our forward-looking

statements and we quality all forward-looking statements by various

risks and uncertainties we face some of which are beyond our control

as well as the assumptions underlying the statements including among

others the following factors

the strength of the United States economy in general and the

strength of the local economies in which we conduct operations

market volatility

the credit risks of lending activities including changes in the level

and trend of loan delinquencies and write-offs

the overall quality of the composition of our loan and securities

portfolios

the market for criticized and classified assets that we may sell

legislative
and regulatory changes including the Dodd-Frank Wall

Street Reform and Consumer Protection Act the Dodd-Frank

Act and impending regulations changes in banking securities

and tax laws and regulations and their application by our regulators

and changes in the scope and cost of FDIC insurance and

other coverages

the effects of and changes in monetary and fiscal policies and

laws including interest rate policies of the FRB

inflation interest rate market and monetary fluctuations

fluctuations in the demand for loans the number of unsold homes

and other properties and fluctuations in real estate values in our

market areas

the effect of and our compliance with the terms of the 0CC

Agreement as well as compliance with the individual minimum

capital ratios established for the Bank by the 0CC

the results of examinations of us by the Federal Reserve and of

the Bank by the 0CC including the possibility that the 0CC may

among other things require the Bank to increase its allowance for

loan losses or to write-down assets

our ability
to control operating costs and expenses

Suw BANCORP INC

December 31 2012 Capital Securities Junior Subordinated Debentures

Issuance Stated Principal Redeemable

Issuer Trust Date Value Distribution Rate Amount Maturity Beginning

Sun Capital Trust December 18 2003 5000 3-mo LIBOR plus 2.80% $1 5464 December 30 2033 December 30 2008

Sun Capital Trust VI December 19 2003 25000 3-mo LIBOR plus 2.80% 25774 January 23 2034 January 23 2009

Sun Statutory Trust VII January 17 2006 30000 3-mo LIBOR plus 1.35% 30928 March 15 2036 March 15 2011

Sun Capital Trust VII April 19 2007 0000 6.428% Fixed 10310 June 30 2037 June 30 2012

Sun Capital Trust VIII July 2007 0000 3-mo LIBOR plus 1.39% 10310 October 2037 October 2012

$90000 $92786



changes in accounting policies and practices as may be adopted

by the financial institution regulatory agencies the Financial

Accounting Standards Board

war or terrorist activities

other economic competitive governmental regulatory and

technological factors affecting our operations pricing products

and services and the other risks described elsewhere herein or

in the documents incorporated by reference herein and our other

filings with the Securities and Exchange Commission SEC and

our success at managing the risks involved in the foregoing

The development of any or al of these factors could have an adverse

impact on our financial position and results of operations

Any forward-looking statements are based upon managements

beliefs and assumptions at the time they are made We undertake no

obligation to publicly update or revise any forward-looking statements

included or incorporated by reference herein or to update the reasons

why actual results could differ from those contained/n such statements

whether as result of new information future events or otherwise

This Annual Report on Form 10-K of the Company contains financial

information by methods other than in accordance with Generally

Accepted Accounting Principles in the United States of America GAAP
Management uses these non-GAAP measures in their analysis of

the Companys performance Management believes that these non

GMP financial measures provide greater understanding of ongoing

operations and enhance comparability of results with prior periods as

well as demonstrating the effects of significant gains and charges in

the current penod The Company believes that meaningful analysis

of its financial performance requires an understanding of the factors

underlying that performance These disclosures should not be viewed

as substitute for operating results determined in accordance with

GMP nor are they necessarily comparable to non-GAAP performance

measures that may be presented by other companies Management

uses these measures to evaluate the underlying performance and

efficiency of operations Management believes these measures reflect

core trends of the business Reconciliations of these ratios to GAAP are

presented below

Tangible Equity to Tangible Assets Ratio

Tangible equity and tangible assets are caipulated by subtracting

identifiable intangible assets and goodwill from shareholders equity and

total assets respectively and may be used by investors to assist them

in understanding how much loss exclusive of intangible assets and

goodwill can be absorbed before shareholders equity is depleted The

Companys and the Banks regulators also exclude intangible assets and

goodwill from shareholders equity when assessing capital adequacy

of each

The following table reconciles this non-GAAP performance measure

to the GAAP performance measure for the periods indicated

SUN BANc0Ap iNC

our ability to manage delinquency rates uplessotherwise required io do so by law or regulation In light of these

our ability to retain key members of our senior management team risks uncertainties and assumptions the forward-looking statements

tha costs of litigation including settlements and judgments
discussed hereIn or in the documents incorporated by reference herein

might not ôbbu and you should not put undue reliance on any forward-

the increased competitive pressures among financial services
looking statements

companies

the timely development of and acceptance of new products and

services and the perceived Overall value of these products and
NONGAAP FINANCIAL MEASURES

services by businesses and consumers including the features

pricing and quality compared to our competitors products and

services

technological changes

acquisitions

changes in consumer and business spending borrowing and

saving habits and demand for financial services in our market area

adverse changes in securities markets

the inability of key third-party providers to perform their obligations

to us

Years Ended December 31 2012 2011 2010

Total assets $3224031 $3183926 $3417546

Less Intangible assets 3262 6947 10631

Less Goodwill 38188 38188 38188

Tangible assets $3182581 $3138791 $3368727

Total stockholders equity 262595 309083 268242

Less Intangible assets 3262 6947 10 631

Less Goodwill 38188 38 188 38 188

Tangible stockholders equity 221145 263 948 219 423

Total stockholders equity to total assets ratio 8.14% 9.71% 7.85%

Tangible common equity to tangible assets ratio 695% 41% 51%



Tax Equivalent Net Interest Income Core Deposits

Tax-equivalent net interest income is net interest income plus the

taxes that would have been paid had tax-exempt securities been taxable

This number attempts to enhance the comparability of the performance

of assets that have different tax liabilities

The following table provides reconciliation of tax equivalent net

interest income to GAAP net interest income using 35% tax rate

Years Ended December 31 2012 2011 2010

Net interest income as presented 97848 $1 03528 $1 10962

Effect of tax-exempt income 870 1341 1800

Net interest income tax equivalent $98718 $104869 $112762

Core deposits is calculated by excluding time deposits and brokered

deposits from total deposits

The following table provides reconciliation of core deposits to GPAP

total deposits

Years Ended December 31 2012 2011

Total deposits $2713224 2667977

Less Time deposits 580493 554116

Less Brokered deposits 117393 79431

Core deposits $2015338 $2034430
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MANAGEMENTS ANNUAL REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management of the Company is responsible for establishing and maintaining adequate internal control over financial reporting as such term is

defined in Securities Exchange Act of 1934 Rules 3a-i 5l The Companys internal control over financial reporting is process designed to provide

reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance

with U.S generally accepted accounting principles

Management including the chief executive officer and chief financial officer conducted an evaluation of the effectiveness of the Companys
internal control over financial reporting based on the framework in Internal Control Integrated Framework issued by the Committee of Sponsoring

Organizations of the Treadway Commission Because managements assessment was also conducted to meet the reporting requirements of Section

112 of the Federal Deposit Insurance Corporation Improvement Act FDICIA managements assessment of the Company internal control over

financial reporting also included controls over the preparation of the schedules equivalent to the basic financial statements in accordance with the

instructions for Consolidated Reports of Condition and Income for Schedules RC RI RI-A Based on our evaluation under the framework in Internal

Control Integrated Framework we concluded that the Companys internal control over financial reporting was effective as of December 31 2012

Deloitte Touche LLP an independent registered public accounting firm has audited the consolidated financial statements included in this Annual

Report and has issued report on the effectiveness of our internal control over financial reporting Their reports follow this statement

SuN BANCOAP iNC



Deloitte Touche LLPDe 10itte 1tE
USA

Tel 215 246 2300

Fax 12154053205
wdetoittecom

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Ta the Board of Directors and Shareholders of

Sun Bancorp Inc

Vineland New Jersey

We have audited the accompanying consolidated statements of financial condition of Sun Bancorp inc and

subsidiafles the Company as of December31 2012 and 20 1and the related consolidated statements

of operations comprehensive income shareholders equity and cash flows for each of the three years in

the period ended December31 2012 These financial statements are the responsibility of the Companys
management Our responsibility is to express an opinion on these financial statements based on our audits

We conducted our audits in accordance With the.standards of the Public Company Accountin.g Oversight

Board United States Those stand rds require that we plan and perform the audit to obtain reasonable

assurance about whether the financial statements are free of material misstatement An audit Includes

examining on test basis evidence supporting the amounts and disclosures in the financial statements An
audit also includes assessing the accounting principles used and significant estimates made by

management as well as evaluating the overall financial statement presentation We believe that our audits

provide reasonable basis for our opinion

In our opinion such consolidated financial statements present fairly in all material respects the financial

position of Sun Bancorp inc and subsidiaries as of December 312012 an.d 201.1 and the results of their

operations and their cash flows for each of the three years in the period ended December 312012 in

conformity with accounting.principles generally accepted in the United States of America

As discussed in Note to the financial statements the company changed its presentation of comprehensive

income due to the adoption of Accounting Standards Update 2011-05

We have also audited in accordance with the standards of the Public Company Accounting Oversight

Board United States the Companys internal control over financial reporting as of December31 2012

based on criteria established in internal Controlmiegrated Framework issued by the Committee of

Sponsoring Organizations of the Treadway commission and our report dated March 18 2013 expressed an

unqualified opinion on the company.s internal control over financial reporting

Philadelphia PA
March 182013
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24th Flôer
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USA
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of

Sun l3ancorp Inc

Vineland New Jersey

We have audited the internal control over financial reporting of Sun Bancorp Inc and subsidiaries the

Company as of December 31 201Z based on criteria established in lnternd Control Integrated

Framework issued by the Committee of Sponsoring Organizations of the Treadwa Commission Because

managemePts assessment and our audit were conducted tomcat the reporting equirements of Section 112

of the Federal Deposit Insurance Corporation improvement Act FDICIA managcmets assessment and

our audit of the Companys internal control over financial reporting included controls over the preparation

of the Federal Financial Institutions Exantlnatlón Council Instructions ibrCónsolkMted Reports of

Condition and Income for Schedules RC R1 RiA The Cothpth1ys management is rbeponsiblefor

maintaining eftbetive internal control over financial reporting and fonts assessment of theef1ectiveness of

internal control over financial reporting Included in the accompanying ManagemenVs Annual Report on

Internal Control Over FinancIal Reporting Our respbnsibility isto express an opinion on theCompany
internal control over financial reporting based on our audit

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight

Board United States Those standards require thatwe plan and petform theaudit to obtain reasonable

assurance about whether effective internal control over financial reporting was maintained in all material

respects Our audit included obtaining an understanding of internal control over financial reporting

assessing the risk that material wealmØss exists testing and evaluating the design and operating

effectiveness of internal control based on the nssessed risk and perlbrming such other procedures as we

considered necessary in the circumstances We believe that oar audit provides reasonable basis ibrow

opinion

companys internal control over financial reporting is process designed by or under the supervision o1

the companys principal executive and principal flpcial officers or persons perlbrrning similar functions

and effected by the companys board of directors manaeient and othç personnel to provide reasgnablç

assurance regarding the reliability of financial reporting and tte preparation of financial statements lbr

external purposes in accordance with generally accepted accounting principles companys internal

control over financial reporting includes those policies and procedures that pertain to the maintenance

of records that in reasonable detail accurately and fiuirly reflect the transactions and dispositions of the

assets of the company provide reasonable assurance that transactions are recorded as necessary to

permit preparation of financial statements in accordance with generally accepted accounting principles and

that receipts and expenditures of the company are being made only in accordance with authorizations of

management and directors of the company and provide reasonable assurance regarding prevention or

timely detectior of unauthorized acquisition use or disposition of the companys assets that could have

material effect on the financial statements

Eccause of the inherent limitations of internal control over financial reporting including the possibility of

collusion or improper management override of controls material misstatements due to error or fraud may
not be prevented or detected on timely basis Also projections of any evaluation of the effectiveness of

the internal cotitrol over financial reporting to future periods are subject to the risk that the controls may
become inadequate because of changes in conditions or that the degree of compliance with the policies or

procedures may deteriorate

In our opinion the Company maintained in all material respects effective internal control over financial

reporting as of December 31 2012 based on the criteria established in Intsrnai Control Integrated

Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission

SUN BANCORP INC



We have also audited in accordance with the standards of the Public company Accounting Oversight

Board United States the consolidated financial statements as of and for the year ended December 31

2012 of the Company and our report dated March 18 2013 which expressed an unqualified opinion and

includes an explanatory paragraphrelaiing to the change in presentation of comprehensive income due to

the companys adoption of Accounting Standards Update 2011-05

7/4 i-c

Philadelphia PA

Mareb 18 2013
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Sun Bancorp Inc and Subsidiaries

CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

Dollars in thousands except par value amounts

December 31 2012 2011

ASSETS

Cash and due from banks 77564 68773

Interest earning bank balances 92052 51 049

Cash and cash equivalents 169616 119822

Investment securities available for sale amortized cost of $439488 and $514488 at

December 31 2012 and 2011 respectively 443182 515545

Investment securities held to maturity estimated fair value of $960 and $1 413 at

December 31 2012 and 201 respectively 912 344

Loans receivable net of allowance for loan losses of $45873 and $41 667 at

December 31 2012 and 2011 respectively 2230287 2249455

Loans held-for-sale at lower of cost or market 21922 23192

Loans held-for-sale at fair value 99013

Restricted equity investments at cost 17886 5826

Bank properties and equipment net 50805 54756

Real estate owned net 7473 5020

Accrued interest receivable 8054 8912

Goodwill 38188 38188

Intangible assets net 3262 6947

Bank owned life insurance BOLl 76858 74871

Other assets 56573 70048

Total assets $3224031 $3183926

LIABILITIES AND SHAREHOLIERS EQUITY

LIABILITIES

Deposits $2713224 2667977

Securities sold under agreements to repurchase customers 1968 5668

Advances from the Federal Home Loan Bank of New York FHLBN 61415 2733

Securities sold under agreements to repurchase FHLBNY 15000

Obligation under capital lease 7609 7868

Junior subordinated debentures 92786 92786

Deferred taxes net 1509 432

Other liabilities 82925 82379

Total liabilities 2961436 2874843

Commitments and contingencies see Note 18

SHAREHOLDERS EQUITY

Preferred stock $1 par value 000000 shares authorized none issued

Common stock $1 par value 200000000 shares authorized 88290735 shares issued and

86184012 shares outstanding at December 31 2012 87825038 shares issued and

85718315 shares outstanding at December 31 2011 88301 87825

Additional paid-in capital 506537 504508

Retained deficit 30801 257520

Accumulated other comprehensive income 2186 625

Deferred compensation plan trust 256 193

Treasury stock at cost 2106723 shares at December 31 2012 and 2011 respectively 26162 26162

Total shareholders equity 262595 309083

Total liabilities and shareholders equity $3224031 $3183926

See Notes to Consolidated Financial Statements
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Sun Bancorp Inc and Subsidiaries

CONSOLIDATED STATEMENTS OF OPERATIONS

Dollars in thousands except per share amounts

Years Ended December 31 2012 2011 2010

INTEREST INCOME

Interest and fees on loans 103707 112793 129391

Interest on taxable investment securities 9138 10507 11993

Interest on non-taxable investment securities 1618 2487 3344

Dividends on restricted equity investments 970 893 875

Total interest income 115433 126680 145603

INTEREST EXPENSE

Interest on deposits 13553 18737 28780

Interest on funds borrowed 1438 1418 1744

Interest on junior subordinated debentures 2594 2997 4117

Total interest expense 17585 23152 34641

Netinterestincome 97848 103528 ii092

PROVISION FOR LOAN LOSSES 57215 74266 101518

Net interest income after provision for loan losses 40633 29262 9444

NON-INTEREST INCOME

Service charges on deposit accounts 10660 10889 11572

Other service charges 294 330 364

Gain on sale of loans 10479 3247 3560

Net gain on sale of investment securities 234 1855 4751

Investment products income 2296 2913 2831

BOLl income 1986 2964 2074

Net impairment losses on available for sale securities

Total impairment 250 4944
Portion of loss recognized in other comprehensive income before taxes 3615

Net impairment losses recognized in operations 250 1329
Derivative credit adjustment 2275 12538 12214
Other 5776 4058 3903

Total non-interest income 29450 13468 15512

NON-INTEREST EXPENSE

Salaries and employee benefits 62500 52501 55219

Occupancy expense 13011 13373 12508

Equipment expense 7399 7342 6783

Amortization of intangible assets 3685 3685 3685

Data processing expense 4384 4352 4359

Professional fees 3459 3271 2724

Goodwill impairment 89706

Insurance expense 5824 6186 7696

Advertising expense 2809 2946 2335

Problem loan expense 5681 8342 5162

Real estate owned expense net 2358 1186 801

Office supplies expense 1247 1307 1501

Other 8251 5734 8573

Total non-interest expense 120608 110225 201 052

LOSS BEFORE INCOME TAXES 50525 67495 176096
INCOME TAX BENEFIT EXPENSE 34 10 9322

NET LOSS 50491 67505 185418

NET LOSS AVAILABLE TO COMMON SHAREHOLDERS 50491 67505 185.418

Basic loss per common share 0.59 0.88 6.56

Diluted loss er common share 0.59 0.88 6.56

Weighted average common shares basic 85.938.714 76653.990 28.258.953

Weighted average common shares diluted 85.938714 76653990 28258.953

See Notes to Consolidated Financial Statements
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Sun Bancorp Inc and Subsidiaries

CONSOLIDATED STATEMENTS OF COMPREHENSIVE LosS

Dollars in thousands

For the Year Ended December 31 2012 2011 2010

NET LOSS AVAILABLE TO COMMON SHAREHOLDERS $50491 67505 185418

Other Comprehensive Income net of tax See Note

Unrealized gains losses on securities

Unrealized holding gains losses gains arising during period 1649 7721 1765
Less reclassification adjustment for gains included in net income 88 098 2842
Reclassification adjustment for net impairment loss recognized in earnings 148 808

Reclassification adjustment for portion of impairment loss recognized in other comprehensive loss 21 98
Other comprehensive income loss 1561 6771 5997

COMPREHENSIVE LOSS $48930 60 734 191 415

5ee Notes to consolidated Financial Statements
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Sun Bancorp Inc and Subsidiaries

CONSOLIDATED STATEMENTS OF SHAREH0LDERsEauIiY
Dollars in thousands

Accumulated

Additional Retained Other Deferred

Preferred Common Paid-In Earnings Comprehensive Compensation Treasury

Stock Stock Capital Deficit Loss Gain Plan Trust Stock Total

BALANCEJANUARY12010 $25436 $362189 4597 149 $124 $26162 356593

Netloss 185418 185418

Other comprehensive loss 5997 5997
Issuance of preferred stock

See Note 21 88009 88009

Redemption of preferred stock

See Note 21 88009 88009

Issuance of common stock 26983 81074 110 107947

Preferred and commoh stock issuance-

costs See Note 21 7495 7495
Stock-based compensation 45 2567 2612

BALANCE DECEMBER 312010 $52464 $438335 190015 $6146 $234 $26162 268242

Net loss 67505 67505

Other comprehensive income 6771 6771

Capital raise 34930 64621 99551

Deferred cost of capital raise 571 571

Issuance of common stock 354 742 41 1137

Stock based compensation 77 1381 1458

BALANCE DECEMBER 312011 $87825 $504508 257520 625 $193 $26162 309083

Net loss 50491 50491
Other comprehensive income 1561 1561

Issuance of common stock 396 794
--

63 1127

Stock based compensation 80 1235 1315

BALANCE DECEMBER31 2012 $88301 506537 308011 2186 $256 $26162 262595

See Notes to Consolidated Financial Statements
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Sun Bancorp Inc and Subsidiaries

CONSOLIDATED STATEMENTS OF CASH Flows

Dollars in thousands

Years Ended December31

OPERATING ACTIVITIES

Net loss income

Adjustments to reconcile net income to net cash provided by operating
activities

Provision for loan losses

Increase decrease in reserve for unfunded commitments

Depreciation amortization and accretion

Goodwill impairment

Impairment of bank properties and equipment and real estate owned

Impairment charge on available for sale securities

Net gain on sales and calls of irwestment ecurities

Loss gain on real Ostate owned

Purchase of trading securities

Proceeds from sale of trading securities

Increase in fair value of interest rate lock commitments

Gain on sale of loans

Increase in cash surrender value of BOLl

Deferred income taxes

Stock-based compensation

Shares contributed to employee benefit plans

Credit valuation adjustment

Change in fair value of residential mortgage loans held-for-sale

Mortgage loans originated for sale

Proceeds from the sale of mortgage loans

Change in assets and liabilities which provided used cash

Accrued interest receivable

Other assets

Other liabilities

Net cash used ml orovided by ooeratina activities

INVESTING ACTIVITIES

Purchases of investment securities available for sale

Purchases of investment securities held to maturity

Net purchase redemption of restricled equity securities

Proceeds from maturities prepayments or calls of investment securities available for sale

Proceeds from maturities prepayments or calls of investment securities held to maturity

Proceeds from sale Of investment securities available for sale

Proceeds from the sale of commercial real estate loans

Net increase decrease in loans

Purchases of bank properties and ecuipment

Return of surrender value of BOLl

Proceeds from sale of real estate owned

Insurance proceeds from real estate owned

________
Net cash nrnviderl investinc activities

FINANCING ACTIVITIES

Net increase decrease in deposits

Net repayments of federal funds purchased

Net repayments of securities sold under agreements to repurchase customer

Repayments of short-tern advances from FHLBNY

Borrowings of long-term advances from FHLBNY

Repayments under securities sold under agreements to repurchase FHLB

Repayment of obligation under capital lease

Proceeds from the issuance of preferred stock see Note 21

Redemption of preferred stock

Preferred stock issuance costs

Common stock issuance costs

Proceeds from issuance of common stock

Net cash provided by used in financing activities

NET INCREASE DECREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS END OF YEAR

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

Interest paid

Income taxes paid

SUPPLEMENTAL DISCLOSURE OF NON-CASH ITEMS

Transfer of real estate owned to bank property

Transfer of loans or bank properties to real estate owned

Transfer of loans from held-for-sale to held-for-investment

Commitments to purchase investment securities

See Notes to Consolidated Financial Statements

2012 2011 2010

50491 67505 $185418

57215 74266 101518

232 1109 525

12700 11978 11574

89706

1736 1394 277

250 1329

151 1901 4673
345 26 18

41371
41367

847
8414 3247 3560
1987 2199 2074

20342

1315 1458 2612

1126 1096. 644

54 2042 1948

2065
471185 141482 189077
405842 135895 185520

858 1092 2231

4378 12629 5373

11698 11872 1169

37641 32 415 37 610

117411 248524 465629
250

2060 1764 2091
141795 151002 246278

676 1693 3911

47500 63001 175381

98628 54808

67475 12447 51794

3869 8384 5090
2230 5171

3559 1597 8049
154

2465 75454 72736

45247 272105 31192

89000

3700 639 12370
1318 1266 11216

60000

15000
259 243 190

88009

88009

7495
571

99551 106839

84970 175273 17760

49794 67404 128106

119822 187226 59120

169616 119822 187226

21137 25048 32766

154 110

1900

7619 3344 4625

9905 6374 2985

2500
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NATURE OF OPERATIONS

Sun Bancorp Inc the Company is registered as bank holding

company under the Bank Holding Company Act of 1956 as amended

The Company is the parent company of Sun National Bank the Bank
national bank and the Companys principal wholly owned subsidiary

The Banks wholly owned subsidiaries are Sun Financial Services L.L.C

and 2020 Properties L.L.C and 4040 Properties L.L.C The Banks

former subsidiary Sun Home Loans Inc was merged into the Bank on

September 16 2011 pursuant to New Jersey law

The Companys principal business is to serve as holding company

for the Bank The Bank is in the business of attracting customer

deposits through its Community Banking Centers and investing these

funds together with borrowed funds and cash from operations in loans

primarily commercial real estate small business residential mortgage

and non-real estate loans as well as mortgage-backed and investment

securities The principal business of Sun Financial Services L.L.C is

to offer mutual funds securities brokerage annuities and investment

advisory services through the Banks Community Banking Centers The

principal business of 2020 Properties L.L.C and 4040 Properties

L.L.C is to acquire and thereafter liquidate certain real estate and other

assets in satisfaction of debts previously contracted by the Bank The

Companys various capital trusts Sun Capital Trust Sun Capital Trust

Vt Sun Capital Trust VII Sun Statutory Trust VII and Sun Capital Trust

VIII collectively the Issuing Trusts are presented on deconsolidated

basis The Issuing Trusts consisting of Delaware business trusts and

one business trust operating in Connecticut hold junior subordinated

debentures issued by the Company

Through the Bank the Company provides commercial and consumer

banking services As of December 31 2012 the Company had

62 locations throughout New Jersey

The Company outstanding common stock is traded on the NASDAQ

Global Select Market under the symbol SNBC The Company is

subject to the reporting requirements of the Securities and Exchange

Commission SEC The Banks primary federal regulator is the Office

of the Comptroller of the Currency the 0CC

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation The accounting and reporting policies

conform to accounting principles generally accepted in the United States

of America GAAP and to general practices in the banking industry

The preparation of the consolidated financial statemhts in conformity

with GMP requires management to make estimates and assumptions

that affect the reported amounts of assets and liabilities and disclosure

of contingent assets and liabilities at the date of the financial statements

The significant estimates include the allowance for loan losses goodwill

intangible assets income taxes stock-based compensation and the

fair value of financial instruments Actual results may differ from these

estimates under different assumptions or conditions

Basis of Consolidation The consolidated financial statements

include after all intercompany balances and transactions have been

eliminated the accounts of the Company its principal wholly owned

subsidiary the Bank and the Banks wholly owned subsidiaries Sun

Financial Services L.L.C 2020 Properties L.L.C.and 4040 Properties

LL.C In accordance with Financial Accounting Standards Board

Accounting Standards Codification çFASB ASC 810 Consolidation

the Issuing Trusts are deconsolidated See Note 14 of the Notes to

Consolidated Financial Statements for additional information on the

Companys participation in the Issuing Trusts

Segmentinformation In accordance with FASBASC 280 Segment

Reporting FASB ASC 280 the Company has one reportable operating

segment Community Banking All of the Companys activities are

interrelated and each activity is dependent and assessed based on how

each of the activities of the Company supports the others For example

lending is dependent upon the ability of the Company to fund itself with

deposits and other borrowings and manage interest rate and credit risk

Accordingly all significant operating decisions are based upon analysis

of the Company as one segment or unit

Cash and Cash Equivalents Cash and cash equivalents includes

cash and amounts due from banks interest-earning bank balances and

federal funds sold all of which have original maturity dates of 90 days

or less

Investment Securities The Company investment securities

include both held to maturity and available for sale The purchase and

sale of the Companys investment securities are recorded based on

trade date accounting At December 31 2012 and 2011 the Company

had no unsettled transactions The following provides further information

on the Company accounting for debt securities

Held-to-Maturity Investment securities that management has the

positive intent and ability to hold until maturity are classified as held-

to maturity and carried at their remaining unpaid principal balance

net of unamortized premiums or unaccreted discounts Premiums are

amortized and discounts are accreted using the interest method over the

estimated remaining term of the underlying security

Available- for-Sale Investment securities that will be held for indefinite

periods of time including securities that may be sold in response to

changes in market interest or prepayment rates needs for liquidity

and changes in the availability and the yield of alternative investments

are classified as available for sale These assets are carried at their

estimated fair value Fair values are based on quoted prices for identical

assets in.active markets quoted prices for similar assets in markets

that are either actively or not actively traded or in some cases where

there is limited activity or less transparency around inputs internally

developed discounted cash flow models Unrealized gains and losses

are excluded from earnings and are reported net of tax in accumulated

other comprehensive income loss on the consolidated statements of

financial condition until realized including those recognized through

the non-credit component of an other-than-temporary impairment

0111 charge

Sun Bancorp Inc and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

All dollaramotnts presented/n the tables except share and per share amounts are in thousands
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In accordance with FASB ASC 325-40 Beneficial Interests in

Securitized FinancialAssets FASB ASC 325-40 and FASB ASC 320
Investment Debt and Equity Securities FASB ASC 320 the Company

evaluates its securities portfolio for UT throughout the year Each

investment which has fair value less than the book value is reviewed

on quarterly basis by management Management considers at

minimum whether the following factors exist that both individually or

in combination could indicate that the decline is other-thantemporary

the Company has the intent to sell thesecurity itis more likely than

not that twill be required to sell the security before recovery and the

Company does not expect to recover the entire amortized cost basis

of the security Among the factors that are considered in determining

the Companys intent is review of capital adequacy interestrate riak

profile
and

liquidity at the Company An impairment charge is recorded

against individual securities if the review described above concludes

that the decline in value is other than temporary During 2012 it was

determined there were no other than temporarily impaired investments

As result the Company did not record credit related 0111 charges

through earnings during the year ended December 31 2012 as

compared to $250 thousand for the year ended Llecember 31 2011

and $1.3 million for the year ended December 31 2010

Loans Held-for-Sale The Company had $120.9 million and

$23 million of loans held for sale at December 31 2012 and 2011

respectively The balance at December 31 2012 includes $99.0 million

of residential mortgages originated with the intent to sell which are

recorded at fair value and $21 million of commercial real estate loans

recorded at lower of cost or market Effective July 2012 the Company

elected the fair value option under FASB ASC 825 The Fair Value Otion

for Rnancial Instruments FASIB ASC 825 on its residential mortgage

loans held-for-sale portfolio This election resulted in positive market

value adjustment of $2.1 million which was recognized in gain on sale

of loans on the consolidated statements of operations for the twelve

months ended December 31 2012 At December 31 2011 loans held

for-sale were carried at the lower of cost or estimated fair value on an

aggregate basis

Deferred Loan Fees Loan fees on loans held for investment net

of certain direct loan origination costs are deferred and the balance is

amortized to income as yield idjustment over the life of the loan using

the interest method Loan feec on loans held for sale net of certain

direct loan origination costs are deferred until the related loans are

sold and are included in the determination of the gains or losses upän

sale which are reported in gain on sale of loans in the consolidated

statements of operations

determined by management based upon past experience evaluation of

estimated loss and impairment in the loan portfolio current economic

conditions and other pertinent factors The allowance for loan losses is

maintained at level that management considers adequate to provide

for estimated lossesandimpairment based upon an evaluation of known

and inherent risk In the loan portfolio Loan impairment is evaluated

based on the fai value of coliCteral While management uses the best

mtormation available to make such evaluations future adjustments to the

allowance may benecessary if economicconditions differ substantially

from the assumptions used in making the evaluations

The provision for loan losses is based upon historical loan loss

experience series of qualitative factors and an evaluation of estimated

losses in the current commercial loan portfolio includingthe evaluation

of impaired loans under FASB ASC 310 Receivables FASB ASC 310
Values assigned to the qualitative factors and those developed from

historic loss experience provide dynamic basis for the calculation of

reserve factors for both pass-rated loans general pooled allowance

and those criticized and classified loans that continue to perform loan

is considered to be impaired when based upon current information

and events it isprbbable that the Company will be unable to collect

all amounts due according to the contractual terms of the loan An

insignificant delay Or insignificant shortfall in amount of payments does

not necessarily result in the loan being identified as impaired For this

purpose delays less than 90 days are considered to be insignificant

Impairment losses are inclUded in the provision for loan losses Loans

not individually reviewed are evaluated as group using reserve factor

percentages based on historic loss experience qualitative factors

Included in these qualitative factors are

Levels of pat due classified and non-accrual loans troubled debt

restructurings and modifications

Nature and volume of loans

Changes in lending policies and procedures underwriting standards

collections charge-offs and recoveries and for commercial loans

the level of loans beng approved with exceptions to policy

Experience ability and depth of management and staff

.National and local economic and business conditions including

various market segments

Quality of the Companys loan review system and degree of

Boärdbvifit1

Concentrations of credit by industry geography and collateral type

with specific emphasis on real estate and changes in levels of

such concentrations

Effect of extnal factors including the deterioration of collateral

values on the level of estimated credit losses in the current
portfolio

Commercial loansincluding commercial real estate loans are placed

on non-accruaFat the time theloan 1s90 days delinquent unless the credit

is well secured and in the process of collection Generally commercial

loans and commercial real estate loans are charged-off no later than

180 days delinquent unless the loan is well secured and in the process

of collection or other extenuating circumstances support collection

Residential real estate loans are typically placed on non-accrual at the

Trading From time to time the Company purchases debt securities AllØwance fOiLoàn Losses The allowance for loan losses is

principally for the purpose of selling in the near-term Any trading security

balances held as of the reporting date are classified as held-for-trading

and accounted for at fair value Realized and unrealized gains and losses

on trading securities are included in other income on the consolidated

statements of operations Fair values of trading securities are based

on quoted market prices pricing models utilizing indicators of peneral

market conditions or other economic measurements ormanagements

estimates of amounts to be realized on settlement assuming current

market conditions and an orderly disposition over reasonable perioctof

time The Company had no investment securities classifiedas trading at

December 31 2012 and 2011
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time the loan is 90 days delinquent Other consumer loans are typically

charged-off at 180 days delinquent In all cases loans must be placed

on non-accrual or charged-off at an earlier date if collection of principal

or interest is considered doubtful

Restricted Equity Securities Certain securities are classified as

restricted equity securities because ownership is restricted and there is

not an established market for their resale These securities are carriedat

cost and are evaluated for impairment on quarterly basis

Bank Properties and Equipment Land is carried at cost

Bank properties and equipment are stated at cost less accumulated

depreciation Depreciation which is recorded in equipment expense on

the consolidated statements of operations is computed by the straight-

line method based on the estimated useful lives of the assets generally

as follows

Asset Type Estimated Useful Life

Buildings 40 years

Leasehold improvements Lesser of the useful life or the remaining

lease term including renewals if applicable

Equipment Three to 10 years

Real Estate Owned Real estate owned is comprised of property

acquired through foreclosure deed in lieu and bank property that is not

in use Property acquired through foreclosure is carried at the lower of

cost or fair value of the property basedon an appraisal less estimated

disposal costs Credit losses arising from foreclosure transactions are

charged against the allowance for loan losses Bank properties are

carried at the lower of cost or fair value less estimated disposal dot

Costs to maintain real estate owned and any subsequent gains or

losses are included in real estate owned expense net on the Companys

consolidated statements of operations

Goodwill and Intangible Assets Goodwill is the excess of the fair

value of liabilities assumed over the fair value of tangible and identifiable

intangible assets acquired in business combination Goodwill is not

amortized but is tested for impairment annually or more frequently if

events or changes in circumstances indicate that the asset might be

impaired The Company tests goodwill for impairment annually as

of December 31 The Company elected to not apply the qualitative

evaluation option permitted under Accounting Standards Update ASU
2011-8 Intangibles Goodwill and Other Topic 35 Testing Goodwill

for Impairment issued in September 2011 Therefore the Company

utilizes the two-step goodwill impairment test outlined in FASB ASC 350

Intangibles Goodwill and Other FASB ASC 350 Step one which

is used to identify potential impairment compares the fair value of the

reporting unit with its carrying amount including goodwill reporting

unit is an operating segment or one level below an operating segment

as defined in FASB ASC 280 If the fair value of reporting unit exceeds

its carrying value goodwill of the reporting unit is not considered

impaired and step two is therefore unnecessary If the carrying amount

of the reporting unit exceeds its fair value the second step is performed

to measure the amount of the impairment loss if any At December 31

2012 the Company performed its annual goodwill impairment test and

step one of the analysis indicated that the Companys fair value was

greater than its carrying value therefore the Companys goodwill was

not impaired at December31 2012

Intangible assets net on the consolidated statements of financial

condition consist of core deposit intangibles net of accumulated

amortization from the Banks previous acquisitions Core deposit

intangibles are amortized using the straight-line method based on

the characteristics of the particular deposit type and are evaluated

annually for impairment See Note 10 for further details on goodwill and

intangible assets

Bank Owned Life Insurance BOLl The Company has

purchased life insurance poIicies on certain key employees These

policies are recorded at their cash surrender value or the amount that

can be realized in acGordance with FASB ASC 325-30 Investments

in insurance Contracts At December 31 2012 the Company had

$254 million invested in general account and $51.5 million in

separate account for total BOLl cash surrender value of $76.9 million

The BOLl separate account is invested in mortgage-backed securities

fund which is managed by an independent investment firm Pricing

voatility ol these underlying instruments may have an impact on

investment income however the fluctuations would be partially

mitigated by stable value wrap agreement which is component of

the separate account Income from these policies and changes in the

cash surrender value are recorded in BOLl income of the consolidated

statements of operations

Long-Lived Assets Management evaluates the carrying amount

of long-lived assets for impairment whenever events or changes in

circumstances indicate that the carrying amount of an assetmay not

be recoverable Measurement of an impaired loss for long-lived assets

and intangibles with definite lives would be based on the fair valiieof

the asset The COmpany recognized impairment losses of $37 thousand

$338 thousand and $123 thousand for the years ended December 31

2012 2011 and 2010 respectively on long lived assets Impairment

losses on long lived assets are recorded in other expense in the

Companys consolidated statements of operations

Loan Servicing Assets The Company originates certain Small

Business Administration SBA loans for sale to institutional investors

In accordance with FASB ASC 860 Transfers and Servicing FASB ASC

860 the cost if loans sold is allocated between the servicing rights

the rØtainOd portion of the loan and thOscd pOrtion of the loan based on

the relative fair values of each

Loan servicing rights are amortized in proportion to and over the

period of estimated net servicing income In accordance with FASB

ASC 860 the Company regularly evaluates the loan servicing asset for

impairment Because loans are sold individually and are not pooled the

Company does not stratify groups of loans based on risk characteristics

for purposes of measuring impairment The Company measures the loan

servicing assets by estimating the present value of expected future cash

flows for each servicing asset based on their unique characteristics

and market-based assumptions for prepayment speeds and records

valuation allowance for the amount by which the carrying amount of

the servicing asset exceeds the fair value The gross carrying value

of the Companys loan servicing assets was $389 thousand and

$429 thousand at December 31 2012 and 2011 respectively The fair

value of the loan servicing rights is determined by valuation techniques

Valuation adjustments to the loan servicing assets for the years ended

December 31 2012 2011 and 2010 were $95 thousand of expense
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$0 and $0 respectively These adjustments are reflected in other

income on the consolidated statements of operations The valuation

allowance for the loan servicing assets at December31 2012 and 2011

was $1 18 thousand and $23 thousand respectively The net carrying

value of the loan servicing asset is included within other assets on the

consolidated statements of financial condition

Securities Sold Under Agreements to Repurchase The

Company enters into sales of securities under agreements to repurchase

with its customers and the Federal Home Loan Bank of New York

FHLBNY In accordance with FASB ASC 860 these agreements are

treated as financings and the obligations to repurchase securities sold

are reflected as liability
in the consolidated statements of financial

condition Securities pledged as collateral under agreements to

repurchase are reflected as assets in the accompanying consolidated

statements of financial condition

Accounting for Derivative Financial Instruments and Hedging

Activities The Company recognizes all derivative instruments at fair

value as either assets or liabilities in other assets or other liabilities on

the consolidated statements of linancial condition The accounting for

changes in the fair value of derivative instrument depends on whether

DISCLOSURE OF RECLASSIFICATION AMOUNTS NET OF TAX

it has been designated and qualifies as part of hedging relationship

For derivatives not designated as hedges the gain or loss is recognized

in current earnings

The Companys derivative financial instruments are not exchange-

traded and therefore are valued
utilizing

models that use as their basis

readily observable market parameters specifically the LIBOR swap

curve and are classified within Level of the valuation hierarchy

Accumulated Other Comprehensive Loss The Company

classifies items of accumulated other comprehensive loss by their

nature and displays the accumulated balance of accumulated other

comprehensive loss separately from retained earnings and additional

paid-in capital in the equity section of the consolidated statements

of financial condition Amounts categorized as accumulated other

comprehensive loss represent net unrealized gains or losses on

investment securities available for sale net of tax and the non-credit

portion of any OTTI loss not recorded in earnings Reclassifications are

made to avoid double counting items which are displayed as part of

net incorie for the period These reclassifications for the years ended

December 31 2012 2011 and 2010 are as follows

Years Ended December31 2012 2011 2010

Pre-tax Tax After-tax Pre-tax Tax After-tax Pre-tax Tax After-tax

Unrealized holding gain loss on securities available for

sale during the year $2788 $1139 $1649 $13053 $5332 7721 2903 1138 1765
Less

Reclassification adjustment for nit gain included in

net income 151 63 88 855 757 098 673 831 842

Reclassification adjustment for net impairment loss

recognized in earnings 250 102 148 1329 521 808

Reclassification adjustment for portion of impairment

loss recognized in other comprehensive loss 3615 1417 2198

Net unrealized gain losson securities

available for sale $2637 $1076 $1561 $11448 $4677 6771 9862 3865 5997

All amounts are inciuded in non-interest income in the Consohdated statements of operations
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Treasury Stock Stock held in treasury by the Company is accounted

for using the cost method which treats stock held in treasury as

reduction to total shareholders equity At December 31 2012 and

2011 the Company held 2106723 shares of treasury stock

Stock-Based Compensation The Company accounts for stock-

based compensation issued to employees and non-employee directors

in accordance with the fair value recognition provisions of FASB ASC

718 Compensation Stock Compensation FASB ASC 718 Under

the fair value provisions of FASB ASC 718 stock based compensation

cost is measured at the grant date based on the fair value of the award

and is recognized as expense over the appropriate vesting period using

the straight line method However consistent with FASB ASC 718 the

amount of stock-based compensation cost recognized at any date must

at least equal the portion of the grant date value of the award that is

vested at that date and as result it may be necessary to recognize the

expense using ratable method Although the provisions of FASB ASC

718 should generally be applied to non employees FASB ASC 505 50

Equity Based Payments to Non Employees is used in determining the

measurement date of the compensation expense for non employees

Determining the fair value of stock-based awards at measurement

date requires judgment including estimating the expected term of

the stock options and the expected volatility of the Companys stock

In addition judgment is required in estimating the amount of stock-

based awards that are expected to be forfeited If actual results differ

significantly from these estimates or different key assumptions were

used it could have material effect on the Companys consolidated

financial statements

In accordance with FASB ASC 718 the fair value of the stock options

granted is estimated on the date of grant using the Black-Scholes

option pricing model which uses the assumptions noted in the table

below The expected term of stock option is estimated using historical

exercise behavior of employees at particular level of management

who were granted options with comparable term The stock options

have historically been granted 10 year term The risk-free interest

rate is based on the U.S Treasury yield curve in effect at the time of the

grant The expected volatility is based on the historical volatility of the

Companys stock price

Significant weighted average assumptions used to calculate the fair

value of the option awards for the years ended December 31 2012

2011 and 2010 are as follows

WEIGHTED AVERAGE ASSUMPTIONS USED

IN BLACK-SCHOLES OPTION PRICING MODEL

Years Ended December 31

Fair value of options granted

during the year

Risk-free rate of return

Expected term in months

Expected volatility

Expected dividends

$1.52 $2.11 $2.75

0.98% 2.72% 3.05%

61 78 111

62% 47% 45%

$- $-

At December 31 2012 the Company had five stock-based employee

compensation plans which are described more fully
in Note 15

Interest Income on Loans Interest income on loans is credited

to operations based upon the principal amount outstanding Interest

accruals are generally discontinued when loan becomes 90 days past

due or when principal or interest is considered doubtful of collection

When interest accruals are discontinued unpaid interest credited to

income in the current year is reversed and unpaid interest accrued in

the prior year is charged to the allowance for loan losses

Income Taxes The Company accounts for income taxes in

accordance with FASB ASC 740 Income Taxes FASB ASC 740 FASB

ASC 740 requires the recording of deferred income taxes that reflect the

net tax effects of temporary differences between the carrying amounts

of assets and liabilities for financial reporting purposes and the amounts

used for income tax purposes Management exercises significant

judgment in the evaluation of the amount and timing of the recognition

of the resulting tax assets and liabilities The judgments and estimates

required for the evaluation are updated based upon changes in business

factors and the tax laws if actual results differ from the assumptions

and other considerations used in estimating the amount and timing of

tax recognized there can be no assurance that additional expenses

will not be required in future periods The Company recognizes when

applicable interest and penalties related to unrecognized tax benefits

in the provision for income taxes in the consolidated statements of

operations Assessment of uncertain tax positions under FASB ASC

740 requires careful consideration of the technical merits of position

based on managements analysis of tax regulations and interpretations

Significant judgment is applied when addressing the requirements of

FASB ASC 740 At December 31 2012 the Company had valuation

allowance of $1 13.4 million against its gross deferred tax asset As

theCompany remained in cumulative loss position full deferred

tax valuation allowance is still appropriate at December 31 2012 See

Note 20 for additional information on the Companys application of FASB

ASC 740

Loss Per Common Share Basic loss per share is computed by

dividing net loss available to common shareholders by the weighted

average number of shares of common stock outstanding net of any

treasury shares during the period Diluted earnings per share is

calculated by dividing net income available to common shareholders by

the weighted average number of shares of common stock outstanding

net of any treasury shares after consideration of the potential dilutive

effect of common stock equivalents based upon the treasury stock

method using an average market price of common shares sold during

the period Dilution snot considered when the Company is in net

055 position

RecentAccounting Principles In February 2013 the FASB issued

Accounting Standards Update ASU 201 3-02 Comprehensive Income

Topic 220 Reporting of Amounts Reclassified Out of Accumulated

Other Comprehensive Income The amendments in this update aim

to improve the reporting of reclassifications out of accumulated other

comprehensive income The amendments seek to attain that objective

by requiring an entity to report the effect of significant reclassifications

out of accumulated other comprehensive income on the respective line

items in net income if the amount being reclassified is required under

2012 2011 2010

To date the Company has not paid cash dividends on its common stock

SUN Baconp iNc



GAAP to be reclassified in its entirety to net income For other amounts

that are not required under GAAP to be reclassified in their entirety to

net income in the same reporting period an entity
is reqLired to cross-

ref erence other disclosures requ red under GAAP that provide additional

detail about those amounts This would be the case when portion

of the amount reclassified out of accumulated other comprehensive

income is reclassified to balance sheet account instead of directly to

income or expense in the same eporting period For public entities the

amendments are effective prospectively for reporting periods beginning

after December 15 2012 The Compahy is currently evaluating the

impact of the adoption of this accounting standards update On its

financial statements

In July 2012 the FASB issued ASU 2012 02 Intangibles Goodwill

nd Other Topic 350 TestnQ Indefinite Lived Intangible Assets for

Impairment This amendment provides an entity with the option first

to assess qualitative factors to determine whether the existence of

events and circumstances indicates that it is more likely than not that

the indefinite lived intangible aset is impaired If after assessing the

totality of events and circumstances an entity concludes that it is not

more likely than not that the ind finite lived intangible asset is impaired

then the entity is not required to take further action However if an entity

concludes otherwise then it is required to determine the fair value of the

indefinite lived intangible asset and perform the quantitative impairment

test by comparing the fair value with the carrying amount in accordance

with Subtopic 350 30 This amendment is effective for public entities for

annual and interim impairment tests performed for fiscal years beginning

after September 15 2012 Th guidance will have no impact on the

Company as it does not have any indefinite-lived intangible assets

In December 2011 the FASB issuedASU 2011-11 Balance Sheet

Topic 210 Disclosures about Offsetting Assets and Liabilities ASU
2011-11 This amendment results in common offsetting requirements

and disclosure requirements in GAAP and International Financial

Reporting Standards IFRS This guidance is not intended to change

but enhance the application requirements in FASB ASC 210 Balance

Sheet FASB ASC 2102 This guidance is effective for public entities

during interim and annual periods beginning after January 2013

This guidance amends only the disclosure requirements and not the

application of the accounting tandard In January 2013 the FASB

issued Accounting Standards Update ASU 2013-01 Balance Sheet

Topic 210 Clanhjing the Scope of Disclosures about Offsetting Assets

and Liabilities The amendments in this update clarify that the scope of

ASU 2011-11 applies to derivatives accounted for in accordance with

FASB ASC 815 Denvatives and Hedging FASB ASC 815 including

bifurcated embedded derivatives repurchase agreements and reverse

repurchase agreements and securities borrowing and securities

lending transactions that are either offset in accordance with FASB

ASC 210 or FASB ASC 815 or subject to an enforceable master netting

arrangement or similar agreement This guidance is effective for fiscal

years beginning on or after January 2013 and interim periods within

those annual periods An entity should provide the required disclosures

retrospectively for all comparative periods presented The Company is

currently evaluating the impact of the adoption of these accounting

standards updates on its financial statements

In June 2011 the FASB issued ASU 2011-05 Comprehensive

Income Topic 220 Presentation of Comprehensive Income

Subsequently in December 2011 the FASB issued ASU 2011-12

Deferral of the Effective Date for Amendments to the Presentation of

Reclassifications of Items Out of Accumulated Other Comprehensive

Income in Accounting Standards Update No 2011 05 This guidance

eliminates the presentation option of presenting the component of

other comprehensive income as part of the statement of changes in

stockholders equity In addition the updates to comprehensive income

guidance require all nonowner changes in stockholders equity to be

presented either in single continuous statement of comprehensive

income or two separate but consecutive statements The Company

elected to adopt the two statement approach In this two statement

approach the first statement should present total net income and its

components followed consecutively by second statement that should

present total other comprehensive income the components of other

comprehensive income and the total of comprehensive income These

changes apply to both annual and interim financial statements The

Company adopted the new accounting guidance effective January

2012 and applied it retrospectively to fiscal years 2011 and 2010

The adoption added the Condensed Consolidated Statements of

Comprehensive Income but did not impact the Company results of

operations financial position or cash flows

In May 2011 the FASB issued ASU 2011 04 Amendments to

Achieve Common Fair Value Measurement and Disclosure Requirements

in US GAAP and IFRS to achieve common fair value measurement

and disclosure requirements between U.S GAAP and international

accounting principles While the overall guidance is consistent with

U.S GAAP the amendment includes additional fair value disclosure

requirements The amendments in the guidance are effective for interim

and annual periods beginning after December 15 2011 The adoption

of this amendment did not have material effect on the Companys

financial statements however the adoption did result in expanded fair

value disclosures in Note 24

Ba4ticH SALES AND CONSOLIDATIONS

During 2012 the Company consolidated three owned branöh offices

and one leased branch office into existing branch offices As result

of these consolidations the Companyadded the three owned branch

offices to the real estate owned
portfolio

in the amount of $1.4 million

which included loss on the transfer of $236 thousand No branch sales

or consolidations occurred in 2011 During the third quarter of 2010

the Company consolidated four owned branch offices and one leased

branch office into existing branch offices In 2010 as result of these

consolidations the Company added the four owned branch offices to the

real estate owned portfolio in the amount of $1.3 million Which included

loss on the transfer of $130 thousand
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INVESTMENT SECURITIES

The amqrtized cost of investment securities and the approximate fair value at December 31 2012 and 2011 were as follows

SUMMARY OF INVESTMENT SECURITIES

Gross Gross

Amortized Unrealized Unrealized Estimated

Cost Gains Losses Fair Value

December 31 2012

Available for sale

U.S.Treasuryobligations 9998 13 10011

U.S Government agencies 4966 17 4949

U.S Government agency mortgage-backed securities 348854 7104 980 354978

Other mortgage-backed securities 287 286

State and municipal obligations 36848 3322 40170

Trust preferred securities 12622 6740 5882

Corporate bonds 24449 993 25442

Other 1464 1464

Total available for sale 439488 11432 7738 443182

Held to maturity

U.S Government agency mortgage-backed securities 662 48 710

Other mortgagebacked securities 250 250

Total held to maturity 912 48 960

Total investment securities $440400 $11480 7738 $4441 42

December 31 2011

Available for sale

U.S Treasury obligations 11999 80 12079

U.S Government agencies

US Government agency mortgage-backed securities 423269 6264 629 428904

Other mortgage-backed securities 323 27 296

State and municipal obligations 45424 3373 12 48785

Trust preferred securities 12619 771 4908

Corporate bonds 19689 57 338 19408

Other 1165 1165

Total available for sale 514488 9774 8717 515545

Held to maturity

U.S Government agency.mortgage-backŁd securities 1344 69 1413

Other mortgage-backed securities

Total held to maturity 344 69 41

Total investment securities $515832 9843 8717 $516958
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During 2012 the Company had six securities called prior to maturity

for $7.0 million of proceeds resulting in gross realized gains and

losses of $10 thousand and $93 thousand respectively eight available

for sale securities were sold prior to maturity for gross proceeds of

$47.5 million which resulted ri gross realized gains and losses of

$475 thousand and $241 thousand respectively and eight securities

matured generating $9.1 million of gross proceeds During 2011 the

Company had nine securities called prior to maturity for $27.0 million of

proceeds resulting in gross realized gains of $46 thousand 22 available

for sale securities were sold prior to maturity for gross proceeds of

$61 .4 million which resulted in gross realized gains and losses of

$1 .9 million and $1 .0 million respectively three trading securities were

sold for gross proceeds of $42.2 millionresulting in gross realized gains

of $880 thousand and 20 securities matured generating $63.6 million

of gross proceeds

GROSS UNREALIZED LOSSES BY INVESTMENT CATEGORY

The Company determines whether unrealized losses are temporary

in nature in accordance with FASB ASC 325-40 when applicable

and FASB ASC 320 The evaluation is based upon factors such as

the creditworthiness of the underlying borrowers performance of

the underlying collateral if applicable and the level of credit support

in the security structure Management also evaluates other facts and

circumstances that may be indicative of an 0111 condition This includes

but is not limited to an evaluation of the type of security length of time

and extent to which the fair value has been less than cost and near-term

prospects of the issuer

For the year ended December 31 2012 the Companys investment

impairment review did not
identify any credit losses For the year ended

December 31 2011 the Companys investment impairment review

identified credit losses of $250 thousand on single issuer trust

preferred security for which the Company had previously recorded an

0111 charge in 2010 Application of the guidance did not have an impact

on any other securities in an unrealized loss position at December 31

2012 or 2011

The following is roll-forward for the years ended December 31

2012 and 2011 of 0111 charges recognized in earnings as result of

credit losses on investments

At or for the Year Ended December 312012 Amount

Cumulative 0111 beginning of year $10203

Additional increase as result of net impairment losses

recognized on investments

Decrease as result of the sale of an investment

with net impairment losses

Cumulative 0111 end of year $10203

At or for the Year Ended December 31 2011 Amount

Cumulative 0111 beginning of year $10683

Additional increase as result of net impairment losses

recognized on investments 250

Decrease as result of the sale of an investment

with net impairment losses 730

Cumulative 0111 end of year $10203

The following table provides the gross unrealized losses and fair value aggregated by investment category and length of time the individual

securities have been in continuous unrealized loss position at December 31 2012 and 2011

Less than 12 MonthS 12 Months or Longer Total

Gross Gross Gross

Estimated Unrealized Estimated Unrealized Estimated Unrealized

Fair Value Losses Fair Value Losses Fair Value Losses

December 31 2012

U.S Government agencies 4949 17 4949 17
U.S Government agency mortgage-backed securities 69145 980 69145 980
Other mortgage-backed securities 286 286

Trust preferred securities 5882 6740 5882 6740

Total $74380 $998 5882 $6740 80262 $7738

December 312011

U.S Government agency mortgage-backed securities 79221 627 7224 86445 629

Other mortgage-backed securities 296 27 296 27
State and municipal obligations 233 12 233 12

Corporate bonds 14231 338 14231 338

Trust preferred securities 4908 7711 4908 7711

Total $93452 $965 $12661 $7752 $106113 $8717

CUMULATIVE 0111 RECOGNIZED IN OPERATIONS
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with respect to collateral coverage and current levels of subordinationUS Government Agencies At December 31 2012 the gross

unrealized loss in the category of less than 12 months of $17 thousand

consisted of one agency security with an estimated fair value of

$4.9 million issued and guaranteed by U.S Government sponsored

agency The Company monitors key credit metrics such as delinquencies

defaults cumulative losses and credit support levels to determine if an

OTTI exists As of December 31 2012 management concluded that

an 0111 did not exist on the aforementioned security based upon its

assessment Management also concluded that it does not intend to sell

the security and that it is not more likely than not it will be required

to sell the security before its recovery which may be maturity and

management expects to recover the entire amortized cost basis of

this security

US Government Agency Mortgage-Backed Securities At

December 31 2012 the gross unrealized loss in the category of less

than 12 months of $980 thousand consistedof nine mortgage-backed

securities with an estimated fair value of $69.1 million issued and

guaranteed by U.S Government sponsored agency The Company

monitors key credit metrics such as delinquencies defaults cumulative

losses and credit support levels to determine if an 0111 exists As of

December 31 2012 management concluded that an 0111 did not exist

on any of the aforementioned securities based upon its assessment

Management also concluded that it does not intend to sell the

securities and that it is not more likely
than not it will be required to

sell the securities before their recovery which may be maturity and

management expects to recover the entire amortized cost basis of

these securities

Other Mortgage-Backed Securities At December31 2012 the gross

unrealized loss in the category of less than 12 months of $1 thousand

consisted of one non-agency mortgage-backed security with an estimated

fair value of $286 thousand This security was rated AA by at least one

nationally recognized rating agency The Company monitors key credit

metrics such as delinquencies defaults cumulative losses and credit

support levels to determine if an 0111 exists As of December 31 2012

management concluded that an 0111 did not exist on this security and

believes the unrealized loss is due to increases in market interest rates

since the time the underlying security was purchased Management also

concluded that it does not intend to sell the security and that it is not

more likely than not it will be required to sell the security before its

recovery which may be maturity and management expects to recover

the entire amortized cost basis of this security

Trust Preferred Securities At December 31 2012 the gross

unrealized loss in the category of 12 months or longer of $6.7 million

consisted of two trust preferred securities The trust preferred securities

are comprised of one non-rated single issuer security with an amortized

cost of $3.8 million and an estimated fair value of $1 .9 million and one

non-investment grade rated pooled security with an amortized cost of

$8.8 million and estimated fair value of $3.9 million

For the pooled security the Company monitors each issuer in the

collateral pool with respect to financial performance using data from

the issuers most recent regulatory reports as well as information on

issuer deferrals and defaults Also the security structure is monitored

Expected future cash flows are projected assuming additional defaults

and deferrals based on the performance of the collateral pool The non-

investment grade pooled security is in senior position in the capital

structure The security had .93 times principal coverage As of the

most recent reporting date interest has been paid in accordance with

the terms of the security The Company reviews projected cash flow

analysis for adverse changes in the present value of projected future

cash flows that may result in an other-than-temporary credit impairment

to be recognized through earnings The most recent valUations assumed

no recovery on any defaulted collateral no recovery on any deferring

collateral and additional 3.6% defaults or deferrals every years with

no recovery rate As of December 31 2012 management concluded

that an 0111 did not exist on the aforementioned securjty based upon

its assessment Management also concluded thatit does not intend to

sell the security and that it is not more likely
than not it will be required

to sell the security before their recovery which may be maturity and

management expects to recover the entire amortized cost basis of

this security

The financial performance of the single issuer trust preferred

security is monitored on quarterly basis using data from the issuers

most recent regulatory reports to assess the probability of cash flow

impairment Expected future cash flows are projected incorporating the

contractual cash flow of the security adjusted if necessary for potential

changes in the amount or timing of cash flows due to the underlying

creditworthiness of the issuer and covenants in the security

In August 2009 the issuer of the single issuer trust preferred security

elected to defer its normal quarterly dividend payment As contractually

permitted the issuer may defer dividend payments up to five years

with accumulated dividends and interest on those deferred dividends

payable upon the resumption of its scheduled dividend payments The

issuer is currentlyoperating under an agreement with its regulators The

agreement stipulates the issuer must receive permission from its

regulators prior to resuming its scheduled dividend payments

During the year ended December 31 2012 the Company did not

record credit related 0111 charge related to this deferring single

issuer trust preferred security Based on the Companys most recent

evaluation the Company does not expect the issuer to default on the

security based primarily on the issuers subsidiary bank reporting that it

meets the minimum regulatory requirements to be considered well

capitalized institution The Company recognizes that the length of time

the issue has been in deferral the difficult economic environment and

some weakened performance measures while recently improving

increases the probability that full recovery of principal and anticipated

dividends may not be realized However the Company concluded that an

additional impairment charge is not warranted at December 31 2012

The amortized cost and estimated fair value of the investment

securities by contractual maturity at December 31 201 is shown

below Actual maturities will differ from contractual maturities as

borrowers may have the right to call or prepay obligations with or without

call or prepayment penalties
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CONTRACTUAL MATURITIES OF IN VESTMENT SECURITIES

Available for Sale Held to Maturity

Amortized Estimated Amortized Estimated

December 31 2012 Cost Fair Value Cost Fair Value

Due in one year or less 11437 11452

Due after one year through five years 24697 25691 250 250

Due after five years through ten years 12 971 13735

Due afterten years 41242 37040

Total investment securities excluding mortgage-backed securities 90347 87918 250 250

U.S Government agency mortgage-backed securities 348854 354978 662 710

Other mortgage-backed securities 287 286

Total investment securities $439488 $443182 $912 $960

At December31 2012 the Company had $127 million amortized cost and $132 million estimated fair value of investment securities pledged

to secure public deposits At Dec ember 31 2012 the Company had $188 million amortized cost and $192 million estimated fair value of

investment securities pledged as collateral on secured borrowings
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LoAiis REcEIvABLE

The components of loans receivable net were as follows

LOAN COMPONENTS

December31 2012

Commercial

Commercial and industrial 556966 551396

CRE owner occupied 527825 604361

CRE non-owner occupied 584857 626795

Land and development 55919 95474

Consumer

Home equity lines of credit 207720 224517

Home equity term loans 30842 41470

Residential real estate 273413 100438

Other 38618 46671

Total gross loans 2276160 2291122

Allowance for loan losses 45873 41667

Loans net $2230287 $2249455

Loans past due 90 days and accruing 154

Troubled debt restructuring accruing

LOANS ON NON-ACCRUAL STATUS

December 31 2012 2011

Commercial

Commercial and industrial $12156 6501

Commercial and industrial held-for-sale 1114

CRE owner occupied 14957 32579

CRE owner occupied held-for-sale 3223

CRE non-owner occupied 5305 9873

CRE non-owner occupied held-for-sale 5298

Land and development 20897 32088

Land and development held-for-sale 589

Consumer

Home equity lines of credit 3714 3620

Home equity term loans 1226 1246

Residential real estate 5747 2522

Other 658 1227

Total non-accrual loans $74884 $89656

Troubled debt restructurings non-accrual $18244 $17875

Troubled debt restructurings non-accrual

held-for-sale 2499

Many of the Companys commercial and industrial loans have real

estate component as part of the collateral securing the accommodation

Additionally the Company makes commercial real estate loans for the

acquisition refinance improvement and construction of real property

Loans secured by owner-occupied properties are dependent upon

the successful operation of the borrowers business If the operating

2011 company experiences difficulties in terms of sales volume and/or

profitability the borrowers ability to repay the loan may be impaired

Loans secured by properties where repayment is dependent upon

payment of rent by third-party tenants or the sale of the property may

be impacted by loss of tenants lower lease rates needed to attract new

tenants or the
inability

to sell completed project in timely fashion

and at profit At December 31 2012 commercial and industrial loans

secured by commercial real estate properties totaled $1 .1 billion of

which $527.8 million or 47.44% were classified as owner occupied

and $584.9 million or 52.56% were classified as non-owner occupied

As of December 31 2012 the Company had $24.3 million

outstanding on 19 residential construction commercial construction

and land development relationships whose agreements included interest

reserves As of December 31 2011 the Company had $31.4 million

outstanding on 18 residential construction commercial construction

and land development relationships whose agreements included interest

reserves The total amount available in those reserves to fund interest

payments was $3.6 million and $956 thousand for the periods ended

December 31 2012 and December 31 2011 respectively There were

no relationships with interest reserves which were on non-accrual status

as of December31 2012 The Company had six residential construction

relationships with interest reserves of $3.4 million on non-accrual status

as of December 31 2011 As these relationships were in technical

default no additional funding of the interest reserves could have been

made Construction projects are monitored throughout their lives by

professional inspectors engaged by the Company The budgets for loan

advances and borrower equity injections are developed at underwriting

time in conjunction with the review of the plans and specifications for the

project being financed Advances of the Companys funds are based on

the prepared budgets and will not be made unless the project has been

inspected by the Companys professional inspector who must certify that

the work related to the advance is in place and properly complete As it

relates to construction project financing the Company does not extend

renew or restructure terms unless its borrower posts cash collateral in

an interest reserve

Included in the Companys loan portfolio are modified commercial

loans Per FASBASC 310-40 Troubled Debt Restructuring modification

is one in which the credito for economic or legal reasons related to the

debtors financial difficulties grants concession to the debtor that it

would not otherwise consider such as providing for below market

interest rate and/or forgiving principal or previously accrued interest

this modification may stem from an agreement or be imposed by

law or court and may involve multiple note structure Generally

prior to the modification the loans which are modified as troubled

debt restructuring TOR are already classified as non-perlorming

These loans may only be returned to performing i.e accrual status

after considering the borrowers sustained repayment performance

for reasonable amount of time generally six months this sustained

SUN BcoRP INC



repayment performance may include the period of time just prior to

the restructuring During 2012 the Company entered into three TDR

agreements The Company granted partial debt forgiveness on two of

the agreements and permitted an advance on defaulted relationship

for the third TDR As of December 31 201 the total carrying value of

the TDRs was $9.1 million of which $0 was performing

There was commitment to lend additional funds on two non-accrual

TDRs at December 31 2012 $962 thousand Interest income not

recognized as result of the above non-accrual loans was $7.7 million

$4.9 million and $5.4 million for the years ended December 31 2012

2011 and 2010 respectively The amount of interest included in net

income on these loans for the years ended December 31 2012 2011

and 2010 was $5.0 million $3.8 million and $3.9 million respectively

Under approved lending decisions the Company had commitments

to lend additional funds totaling approximately $842.4 million and

$423.4 million at December 31 2012 and 2011 respectively

ALLOWANCE FOR LOAN LOSSES

An analysis of the change in the allowance for loan losses is as follows

Commitments to extend credit are agreements to lend to customer

as long as there is no violation of any condition established in the

contract Commitments generally have fixed expiration dates or other

termination clauses and may require payment of fee Since many of

the commitments are expected to expire without being drawn upon the

total commitmenf amounts do not necessarily represent future cash

requirements The Company evaluates each customers creditworthiness

on an individual basis The type and amount of collateral obtained if

deemed necessary by the Company upon extension of credit is based

on managements credit evaluation of the borrower

Most of the Companys business activity is with customers located

within its local market area Generally commercial real estate

residential real estate and other assets are used to secure loans The

ultimate repayment of loans is dependent to certain degree on the

local economy and real estate market As of December 31 2012 the

Company had $364.4 million in loans pledged as collateral on secured

borrowings

ALLOWANCE FOR LOAN LOSSIES AND RECORDED INVESTMENT IN FINANCING RECEIVABLES

SUN BANCORP INC

For the Year Ended December 31 2012

Commercial and Home Residential

industrial Equity Real Estate Other TotaI

Allowance for loan losses

Beginning balance 34227 2566 903 3971 41667

Charge-offs 51265 2489 249 1610 55613

Recoveries 1950 450 14 190 2604

Net charge-offs 49315 2039 235 1420 53009

Provision for loan losses 48285 2207 2665 4058 57215

Endingbalance 33197 2734 3333 6609 45873

Ending balance individually evaluated for impairment 951 98 1049

Ending balance collectively evaluated for impairment 32246 2734 3235 6609 44824

Financing Receivables

Ending balance $1725567 $238562 $273413 $38618 $2276160

Ending balance individually evaluated for impairment 11443 4756 5612 631 82442

Ending balance collectively evaluated for impairment $1654124 $233806 $267801 $37987 $2193718

Amount inciudes both home equity lines of Credit and term loans



For the Year Ended December 31 2011

Net charge-offs

Provision for loan losses

Balance end of year

Commercial and

industrial

The allowance for loan losses was $45.9 million $41 .7 million and

$81.7 million at December 31 2012 2011 and 2010 respectively

The ratio of allowance for loan losses to loans held-for-investment was

2.02% 1.82% and 3.22% at December 31 2012 2011 and 2010

respectively

The provision for loan losses charged to expense is based upon

historical loan loss experience series of qualitative factors and an

evaluation of estimated losses in the current commercial loan portfolio

including the evaluation of impaired loans under FASB ASC 310 Values

assigned to the qualitative factors and those developed from historic

loss experience provide dynamic basis for the calculation of reserve

factors for both pass-rated loans general pooled allowance and those

criticized and classified loans that continue to perform

79758

101518

81713

loan is considered to be impaired when based upon current

information and events it is probable that the Company will be unable to

collect all amounts due according to the contractual terms of the loan

An insignificant delay or insignificant shortfall in amount of payments

does not necessarily result in loan being identified as impaired For

this purpose delays less than 90 days are considered to be insignificant

Impairment losses are included in the provision for loan losses on

the consolidated statements of operations Impaired loans include

accruing and non-accruing TDR loans Loans not individually reviewed

are evaluated as group using reserve factor percentages based on

historic loss experience and qualitative factors which generally include

consumer loans residential real estate loans and small business loans

In determining the appropriate level of the general pooled allowance

management makes estimates based on internal risk ratings which take

into account such factors as debt service coverage loan-to-value ratios

managements abilities and certain external factors

Home Residential

Equity Real Estate Other Total

Allowance for loan losses

Beginning balance 76759 2883 661 1410 81 713

Charge-offs 112108 3337 1064 1303 117812

Recoveries 2459 88 43 523 3113

Net charge-offs 09649 3249 1021 780 114699

Provision for loan losses 67117 2932 1263 2954 74266

Reserves transferred 387 387

Ending balance 34227 2566 903 3971 41667

Ending balance individually evaluated for impairment 5429 14 47 5490

Ending balance collectively evaluated for impairment 28798 2566 889 3924 36177

Financing Receivables

Ending balance $1878026 $265987 $100438 $46671 $2291122

Ending balance individually evaluated for impairment 98916 4595 2522 97 106130

Ending balance collectively evaluated for impairment $1779110 261 392 97916 46574 $2184992

Amount includes both home equity lines of credit and term loans

At or for the Year Ended December 31 2010

Balance beginning of year 59953

Charge-offs 80802

Recoveries 1044
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The following tables present the Companys components of impaired loans segregated by class of loans Commercial and consumer loans that

were collectively evaluated for impairment are not included in the data that follows

IMPAIRED LOANS

For the Year Ended December 312012

Accrued Cash

Unpald Average Interest Interest

Recorded Principal Related Recorded Income Income

Investment Balance Allowance Investment Recognized Recognized

With no related allowance

Conimercial

Commercial industrial $17257 19260 14977 53 53

Commercial industrial held br sale 1125 2252 1987

CRE owner occupied 22586 44110 25521 86 86

CRE owner occupied held for sale 5596 17091 11384

CRE non owner occupied 5305 9761 14452 24

CRE non-owner occupied held for sale 5428 9583 5269
Landand development 2O649 33607 27353 22 22

Land and development held for sale 589 2124 1255

Consumer

Residential real estate 5428 5852 4334
Home Equity Lines of Credit 3582 4610 2942

Home EquityTerm Loans 1174 1285 1023

Other 631 1489 231

With an allowance recorded

Commercial

Commercial industrial 939 1222

ClE owner occupied 4649 8779 649. 6029
Land and development 997 1013 302 553

Consumer

Residential Real Estate 184 194 98 71

Other

Total commecial $84182 $148519 $951 $110002 $185 $1.85

Total consumer $10999 13430 98 8605 12 12
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IMPAIRED LOANS

For the Year Ended December 31 2011

Accrued Cash

Unpaid Average Interest Interest

Recorded Prinóipal Related Recorded Income Income

Investment Balance Allowance Investment Recognized Recognized

With no related allowance

Commercial

Commercial industrial 9401 12778 9180 67 67

CRE owner occupied 32202 55982 36266 357 357

CRE non-owner occupied 7308 8584 15299 36 36

Land and development 25925 26148 29932 57 57

Consumer

Residential real estate 2433 2758 470

Home Equity Lines of Credit 3398 4402 637

HomeEquitylermLoans 1197 1306 228

Other 50 50

With an allowance recorded

Commercial

Commercial industrial 4955 6110 262 13368 337 337

CRE owner occupied 9706 14449 2448 8929 212 212

CRE non-owner occupied 2565 3468 229 6211 438 43
Land and development 6854 7063 2490 7937

Consumer

Residential Real Estate 89 164 14 45

Other 47 47 47 19

Total commercial $98916 $134582 $5429 $136582 $1504 $1504

Total consumer 7214 8726 61 1354
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IMPAIRED LOANS

For the Year Ended December 31 2010

Accrued Cash

Unpaid Average Interest Interest

Recorded Principal Related Recorded Income Income

Investment Balance Allowance Investment Recognized Recognized

With no related allowance

Commercial

Commercial industrial 8650 9570 5387 58 58

CREowneroccupied 32325 65398 37502 18 18

CRE non-owner occupied 24047 33445 9398

Land and development 21044 33387 2343

Consumer

Residential real estate 23

Other 644

With an allowance recorded

Commercial

Commercialindustrial 26938 32365 6109 20959 454 $438

CRE owner occupied 20365 25099 4800 22463 433 420

CREnon-owneroccupied 20275 26512 4770 8998

Land and development 27085 28460 5401 9209 29 29

Consumer

Other 323

Total commercial $180729 $254236 $21080 $126259 $1001 $972

Total consumer 990
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In accordance with FASB ASC 310 those impaired loans which are fully collateralized do not result in specific allowance for loan losses Included in

impaired loans at December 31 2012 were five TDR relationships 11 contracts four of which were fully collateralized and one of which had specific

reserves totaling $154 thousand In addition one of the TDR5 at December 31 2012 included $6.5 million line of credit of which $5.6 million was

utilized and $939 thousand was available One TDR included commitment to lend additional funds of $23 thousand at December 31 2012

The following table presents an analysis of the Companys TDR agreements entered into during the twelve months ended December 31 2012

Pre-Modification Post-Modification

Outstanding Outstanding

Number of Recorded Recorded

Contracts Investment Investment

Loans held-for-investment

CRE owner occupied $8955 $8382

Land and development 371 749

CRE non-owner occupied 265

Troubled Debt Restructuring as of December 31 2011

Pre-Modification Post-Modification

Outstanding Outstanding

Number of Recorded Recorded

Contracts Investment Investment

Commercial and industrial 8277 $7855

CRE owner occupied 9363 9329

Land and development 745 691

TROUBLED DEBT RESTRUCTURINGS THAT SUBSEQUENTLY DEFAULTED

For the Year Ended December 31 2012

Pre-Modification Post-Modification

Outstanding Outstanding

Number of Recorded Recorded

Contract Investment Investment

Commercial and industrial 3257 $5225

CRE owner occupied 10928 3525

Land and development 371 749

One of the above contracts was charged off during the twelve months ended December 31 2012 The recordØdinvestment on this contract is now $139 thousand The other contracts

are displayed in the table above outstanding as of December31 2012

TROUBLED DEBT RESTRUCTURINGS THAT SUBSEQUENTLY DEFAULTED

For the Year Ended December 31 2011

Pre-Modification Post-Modification

Outstanding Outstanding

Number of Recorded Recorded

Contracts Investment Investment

Commercial and industrial 8400 $7978

CRE owner occupied 8922 9451

One of the above contracts was charged off during the twelve months ended December 31 2011 The recorded investment on this contract is now $0 The other contracts are displayed

in the table above outstanding as of December31 2011

SUN BANcORP INc

Troubled Debt Restructurinq as of December 31 2012



The following tables present the Companys distribution of risk ratings loan potfOlio segregated by class as of December31 2012 and 2011

CREDIT QUALITY INDICATORS

As of December 312012

Credit Risk by Internally Assigned Grade

Commercial Consumer

Home

GRE GRE Home equity equity

Commercial owner non-owner Land and lines of term Residential

industrial occupied occupied development credit loans real estate Other

Grade

Pass $479983 $456576 $544645 $32791 $200429 29561 $265139 $37561

Special Mention 36233 19955 24885

Substandard 40750 51294 15327 23128 7291 1281 8274 1057

Total $556966 $527825 $584857 $55919 $207720 30842 $273413 $38618

CREDIT QUALITY INDICATORS

As of December 31 2011

Credit Risk by Internally AŁsignØd Grade

Commercial Consumer

Home

CRE Homeequit equity

Commercial owner non-owner Land and lines of term Residential

industrial occupied occupied development credit loans real estate Other

Grade

Pass $501605 $515555 $567295 $42268 $218066 $40138 94681 $44821

Special Mention 26 062 24 483 30 013 799

Substandard 23729 64323 29487 47407 6451 1332 5757 1850

Total $551396 $604361 $626795 $95474 $224517 $41470 $100438 $46671

The risk rating system is based on nine point grade using two-digit To calculate risk ratings in consistent fashion the Company uses

scale The upper five grades are for pass categories while the lower Risk Rating Form that provides for numerical grade to be assigned

four grades represent criticized categories which are equivalent to the to up to six characteristics of credit including elements of its financial

guidelines utilized by the 0CC condition abilities of management position iii the market collateral

support and the impact of changing conditions When combined an

overall risk rating is provided separate set of risk rating elements are

provided for credits associated with the financing of real estate projects

The portfolio manager is responsible for assigning maintaining

and documenting accurate risk ratings for all commercial loans and

commercial real estate loans Tlie portfolio manager assigns risk rating

at the inception of the credit reaffirms it at each renewal extension or
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The Companys primary tool for assessing risk when evaluating

credit in terms of its underwriting structure documentation and

eventual collectability is risk rating system in which the loan is

assigned numeric value Behind each numeric category is defined

set of characteristics reflective ol the particular level of risk

modification and adjusts the rating based on the performance of the

credit As part of the credit review process regional credit officer will

review risk ratifigs for accuracy The
portfolio managers risk rating will

also be reviewed periodically by the loan review department and the

Banks regulators



The foHowing tables present the Companys analysisof past due loans segregated by class of loans asof Deceqber 31 2012 and 2011

AGING OF RECEIVABLES

For the Year Ended December 312012

Loans 90

30-59 60-89 Total Days Past

Days Past Days Past 90 Days Total Past Financing Due and

Due Due Past Due Due Current Receivables Accruing

Commercial

Commercial industrial 3192 797 2350 6339 550627 556966

CRE owner occupied 5828 223 10811 16862 510963 527825

CRE non-owner occupied 4037 2974 7012 577845 584857

Land and development 3823 12139 15962 39957 55919

Consumer

Home equity lines of credit 2296 880 2518 5694 202026 207720

Home equity term loans 960 340 972 2272 28570 30842

Residential real estate 8387 328 5288 14003 258410 273413

Other 599 273 499 1371 37247 38618

Total $29122 $2842 $37551 $69515 $2206645 $2276160

AGING OF RECEIVABLES

For the Year Ended December31 2011

Loans 90

30-59 60-89 Total Days Past

Days Past Days Past 90 Days Total Past Financing Due and

Due Due Past Due Due Current Receivables Accruing

Commercial

Commercial industrial 1024 4600 6407 12031 539365 551396

CRE owner occupied 6408 1176 35003 42587 561774 604361

CRE non-owner occupied 2187 4981 8398 15566 61 1229 626795

Land and development 371 32088 32459 63015 95474

Consumer

Home equity lines of credit 2001 1016 3182 6199 218318 224517 138

Home equity term loans 687 145 1200 2032 39438 41470

Residential real estate 3324 565 2307 6196 94242 100438

Other 891 227 902 2020 44651 46671 16

Total $16893 $12710 $89487 $119090 $2172032 $2291122 $154

RESTRICTED EQUITY INVESTMENTS

The Company through the Bank is member of the FRB the

FHLBNY and Atlantic Central Bankers Bank and is required to maintain

an investment in the capital stock of each These investments are

restricted in that they can only be redeemed by the issuer at par value

These securities are carried at cost and the Company did not identify

any events or changes in circumstances that may have had an adverse

effect on the value of the investments in accordance with FASB ASC 942

Rnancial Services Depository and Lending As of December31 2012

management does not believe that an impairment of these holdings

exists and expects to recover the entire cost of these securities

The Companys restricted equity investments at December 31 2012

and 2011 were as follows

RESTRICTED EQUITY INVESTMENTS

December31 2012 2011

FRB stock $10783 $10536

FHLBNY stock 6955 5142

Atlantic Central Bankers Bank stock 148 148

Total $17886 $15826
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SUMMARY OF BANK PROPERTIES AND EQUIPMENT

December 31 2012

Land 8998

Buildings 30617

Capital lease 8630

Leasehold imprqvements and equipment 44781

Total bank properties and equipment 93026

Accumulated depreciation 42221

Bank properties and equipment net 50805

REAL ESTATE OWNED

2011 Real estate owned consisted of the following

9193

31689 SUMMARY OF REAL ESTATE OWNED

8630

42899
_____________

92411

37655

54756

December 31

Commercial properties

Residential properties

Bank properties

Total

During 2012 the Company 1ransferred $7.7 million in book value

of loans into real estate owned including 23 commercial properties

aggregating $6.0 million three bank properties totaling $1 .3 million

and four residential properties for $315 thousand In 2012 the Company

recorded $1 .4 million of write-downs of real estate owned including

$149 thousand on the carryig value of four residential properties

$733 thousand on the carrying value of six bank properties and

$439 thousand on the carrying value of six commercial properties There

were 11 commercial properties two bank properties and six residential

properties with carrying amounts of $2.0 million $797 thousand and

$1.2 million respectively sold during the year ended December 31

2012 which resulted in net gain of $345 thousand which is included

in real estate owned expense net in the consolidated statements

of operations At December 31 2012 the Company maintained

29 properties in the real estate ciwned portfolio six of which are former

bank branches

BANK PROPERTIES AND EQUIPMENT On occasion the Company engages construction related services from

companies affiliated with certain directors under separate agreements

Bank properties and equipment consist of the following major with the Company The Company did not engage in any construction

classifications related services with related parties during 2012 2011 or 2010

The Company recognized depreciation expense of $5.7 million

$6.3 million and $5.4 million fOr the years ended December 31 2012

2011 and 2010 respectively

SUMMARY OF REAL ESTATE OWNED ACTIVITY

2012

$5382

696

1395

$7473

2011

$1777

1683

1560

$5020

Underlying Property

Commercial Residential Bank

At or for the year ended December 31 2012 Properties Properties Properties Total

Balance beginning of year 1777 683 $1 560 5020

Transfers into real estate owned 6000 315 365 7680

Transfers into operations

Sale of real estate owned 956 53 797 3906
Write down of real estate owned 439 149 733 1321

Balance end of year 5382 696 $1395 7473

Expenses applicable to real estate owned include the following

REAL ESTATE OWNED EXPENSES NET

Years Ended December 31 2012 2011 2010

Net gain loss on sales of real estate 345 26 18
Writetdown of real estate owned 1433 667 383

ODeratinci expenses net of rental income 580 545 436

Total $2358 $1186 $801
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10 GooDwilL AND INTANGIBLE ASSETS

In accordance with FASB .ASC 350 the Company tests goodwill for

impairment annually at year end and the current year analysis was

performed at December 31 2012

In performing step one of the impairment analysis as defined by FASB

ASC 350 the market value assigned to the Companys stock was based

upon an acquisition value relative to recent acquisition transactions by

companies in the Companys geographic proximity and
comparable

size

The acquisition value is sensitive to both the fluctuation of the Companys

stock price and the stock price and equity of peer companies The

analysis resulted in an estimated Company fair value above its carrying

value and therefore the Company was deemed to have no goodwill

impairment during 2012 During the year ended December 31 2011

the Company did not record goodwill impairment charge goodwill

impairment charge of $89.7 million was recorded in the year ended

December 31 2010 This was the total accumulated impairment of

goodwill for the years ended December 31 2012 2011 and 2010

The Company has core deposit premium intangible asset that

resulted from previous acquisitions The carrying value of this asset

was $3.3 million and $6.9 million at December 31 2012 and

2011 respectively The Company incurred amortization expense of

$3.7 million on its core deposit intangible during each of the years

ended December 31 2012 2011 and 2010

Information regarding the Company expected amortization expense

is as follows

AMORTIZATION OF INTANGIBLE ASSETS

Expected for Years Ended December 31

2013 2708

2014 554

Thereafter

Total $3262

11 DEPOSITS

Deposits consist of the following major classifications

SUMMARY OF DEPOSITS

December 31 2012 2011

Interest-bearing demand deposits $1215548

Non-interest-bearing demand deposits 535635

Savings deposits 264155

Time deposits under $1 00000 323768

Time deposits $1 00000 or more 256725

Brokered time deposits 117393

Total $2713224

$1244590

527796

262044

376369

177747

79431

$2667977

Amount

summary of time deposits by year of maturity is as follows

MATURITIES OF TIME DEPOSITS

Years Ended December 31 Amount

2013 $437006

2014 9045

2015 76362

2016 32013

2017 61415

Thereafter 625

Total $697886

Amounts inciude brokered time deposfts

summary of interest expense on deposits is as follows

SUMMARY OF INTEREST EXPENSE

Years Ended December 31 2012 2011 2010

Savings deposits 900 1412 2283

Time deposits 7875 10301 15805

Interest-bearing

demand deposits 4778 7024 0692

Total $13553 $18737 $28780
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12 ADVANCES FROM THE FEDERAL HOME LOAN

BANK OF NEW YORK

At December 31 2012 the Company had fixed-rate advances

from the FHLBNY of $61 .4 million which mature through 2022 with

interest rates ranging from 1.60% to 5.87% Al December 31 2011

the Company had fixed-rate advances from the FHLBNY of $2.7 million

which mature through 2018 with interest rates ranging from 3.78%

to 5.87% The weighted average interest rate at December 31 2012

and 2011 was 2.10% and 4.62% respectively Interest expense on

advances from the FHLBNY was $425 thousand $153 thousand and

$348 thousand for the years ended December 31 2012 2011 and

2010 respectively and is included in interest on funds borrowed on the

consolidated statements of operations

The contractual maturities of the Companys fixed-rate advances from

the FHLBNY at December 31 2012 are as follows

Years Ended December 31 Amount

2013 299

2014

2015

2016

2017

Thereafter 61116

Total $61415

13 SECURITIES SOLD UNDER AGREEMENTS

TO REPURCHASE

The Company has overnight repurchase agreements with customers

as well as term repurchase agreements with the FHLBNY At

December 31 2012 and 2011 customer repurchase agreements were

$2.0 millionwith interqst rate of 01 7% and $5.7 million with interest

rate of 0.08% respectively Interest expense on customer repurchase

agreements.was $7 thousand $7 thousand and $30 thousand for the

years ended December 31 2012 2011 and 2010 respectively and is

included in interest on funds borrowed on the consolidated statements

of operations Collateral for customer repprchase agreements consisted

of U.S Treasury notes or securities issued or guaranteed by one of the

Government sponsored agencies The fair value of the collaterI

ws approximately equal to the amounts outstanding

AtUecember 31 2012 the Company did not have any-FHLBNY

repurchase agreements At December 31 2011 the Company had one

FHLBNY repurchaseagreement for $150 million with an interest rate

of 4.84Io lnterestexpensqon FI-ILBNY repurchase agreements was

$472 thousand 737 thousand and $37 thousand for the years ended

December 31 2012 2011 and 2010 respectively and is included in

interest on funds borrowed on the consolidated statements of operations

Coflateral for the FHLBNY repurchase agreements consists of securities

issued or guaranteed by one pfthe U.S Government sponsoredagencies

The fair value of the collateral exceeded the amount outstanding at

December 31 2012 2011 and 2010

summary of securities sold under agreements to repurchase

interest rates approximate average amounts outstanding and their

approximate weighted average rates at December 31 2012 2011 and

2010 is as follows

CONTRACTUAL MATURITIES OIF ADVANCES FROM THE FHLBNY

SUMMARY OF REPURCHASE AGREEMENTS

At or for the Years Ended December 31 2012 2011 2010

FHLBNY repurchase agreements outstanding at year end $15000 $15000

Weighted average interest rate atyear end 4.84% 4.84%

Approximate average amount outstanding during the year $18333 $1 5000 $15000

Approximate weighted average rate during the year 2.30% 4.91% 4.91%

Repurchase agreements with customers outstanding at year end 1968 5668 6307

Weighted average interest rate at year end 0.17% 0.08% 0.21%

Approximate average amount outstanding during the year 4859 6659 $15243

Approximate weighted average rate during the year 0.15% 0.10% 0.19%
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The maximum month end amount of securities sold under agreements to

repurchase for the years ended December31 2012 and 2011 is as follows

SUMMARY OF MAXIMUM MONTH END REPURCHASE AGREEMENTS

December 31 2012 2011

FHLBNY repurchase agreements $45000 $15000

Repurchase -agreements with customers 7278 8249

14 JUNIOR SUBORDINATED DEBENTURES HELD BY

TRUSTS THAT ISSUED CAPITAL DEBT

The Company has established Issuer Trusts that have issued

guaranteed preferred beneficial interests in the Companys junior

subordinated debentures These Issuer Trusts are variable interest

entities under FASB ASC 810 10 Consolidation FASB ASC 810 10

On January 23 2009 and December 30 2008 the capital securities

of Sun Capital Trust VI and Sun Capital Trust respectively became

eligible
for redemption As result of the current interest environment

the Company has elected not to call these securities however the

Company maintains the
right

to call these securities in the future on the

respective paymentanniversary dates

The Companys capital securities are deconsolidated in accordance

with- GAAP and qualify as Tier capital under federal regulatory

guidelines These instruments are subject to 25% capital limitation

under risk-based capital guidelines developed by the FRB In March

2005 the FRB amended its risk-based capital standards to expressly

allow the continued limited inclusion of outstanding and prospective

issuances of capital securities in bank holding company Tier

capital subject to tightened quantitative limits The FRBs amended

rule was to become effective March 31 2009 and would have limited

capital securities and other restricted core capital elements to 25% of all

core capital elements net of goodwill less any associated deferred tax

liability On March 16 2009 the FRB extended for two years the ability

of bank holding companies to include restricted core capital elements as

Tier capital up to 25% of all core capital elements including goodwill

The portion that exceeds the 25% capital limitation qualifies as Tier or

supplementary capital of the Company Management currently operates

under capital plan for the Company and the Bank that is expected to

allow the Company and the Bank to maintain regulatory capital levels at

or above the levels set for them

In accordance with FASB ASC 81 0-10 all the lssuerTrusts outstanding

at December 31 2012 and 2011 are deconsolidated The junior

subordinated debentures issued by the Company to the Issuer Trusts at

December 31 2012 and 2011 of $92.8 million are reflected as junior

subordinated debentures in the Companys consolidated statements

of financial condition The Company records interest expense on the

corresponding debentures in its consolidated statements of operations

The Company also recorded the common capital securities issued

by the Issuer Trusts in other assets in its consolidated statements of

financial condition at December 31 2012 and 2011

The following is summary of the outstanding capital securities

issued by each Issuer Trust and the junior subordinated debentUres

issued by the Company-to each Issuer Trust as of December 31 2012

The Issuer Trusts are wholly owned unconsolidated subsidiaries of the

Company and have no independent operations The obligations of Issuer

Trusts are fully and unconditionally guaranteed by the Company The

debentures are unsecured and rank subordinate and junior in right of

payment to all indebtedness liabilities and obligations of the Company

Interest on the debentures is cumulative and payable in arrears

Proceeds from any redemption of debentures would cause mandatory

redemption of capital securities having an aggregate liquidation amount

equal to the principal amount of debentures redeemed

Sun Statutory Trust VII has fixed rate of 6.24% for period of five

years from the date of issuance and beginning in year six variable rate of

London Interbank Offered Rate LIBOR plus 1.35% Sun Capital Trust

VII has fixed rate of 6.428% for period of five years from the date of

issuance and beginning in year six variable rate of LIBOR plus 1.53%

Sun Capital Trust Sun Capital Trust VI Sun Statutory Trust VII Sun

Capital Trust VII and Sun Capital Trust VIlIdo not have interest rate caps

The Company has customarily relied on dividend payments from the

Bank to fund junior subordinated debenture interest obligations The

amount available for payment of dividends to the Company by the Bank

was $0 as of December 31 2012 and no dividends may be paid by the

Bank without 0CC approval Per the 0CC Agreement dividend may

only be declared if it is in accordance with the approved capital plan the

Bank remains in compliance with the capital plan following the payment

of the dividend and the dividend is approved by the 0CC See Note 23

for additional information on dividend limitations

SUMMARY OF CAPITAL SECURITIES AND JUNIOR SUBORDINATED DEBENTURES

December 312012 Capital Securities Junior Subordinated Debentures

Stated Principal Redeemable

Issuer Trust Issuance Date Value Distribution Rate Amount Maturity Beginning

Sun Capital Trust December 18 2003 $15 000 mo LIBOR plus 80% $15 464 December 30 2033 December 30 2008

Sun Capital Trust VI December 19 2003 25 000 mo LIBOR pIus 80% 25 774 January 23 2034 January 23 2009

Sun Statutory Trust VII January 17 2006 30 000 mo LIBOR plus 35% 30 928 March 15 2036 March 15 2011

Sun Capital Trust VII April 19 2007 10 000 428% Fixed 10 310 June 30 2037 June 30 2012

Sun Capital Trust VIII July 2007 10000 3-mo LIBOR plus 1.39% 10310 October 2037 October 2012

$90000 $92786
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15 STock-BAsED INCENTIVE PLANS

In September 2010 the Board of Directors of the Company adopted

Stock-Based Incentive Plan the 2010 Plan The purpose of the 2010

Plan as is all of the Companys stock-based plans is to attract and

retain personnel for positions of substantial responsibility and to provide

additional incentive to officers employees directors and other persons

providing services to the Company or any present or future parent or

subsidiary of the Company to promote the long-term interests of the

Company and its shareholders The 2010 Planauthorizes the issuance

of 4900000 shares of common stock pursuant to awards that may be

granted in the form of options purchase common stock and awards

of shares of common stock The maximum number of stock awards

may not exceed 1400000 shares Under the 2010 Plan options expire

ten years after the date of grant unless terminated earlier under the

option terms For both options and stock awards Committee of non-

employee directors has the authority to determine the conditions upon

which the options granted will vest At December 31 2012 there were

232647 options and 588136 awards granted under the 2010 Plan

In September 2010 the Board of Directors of the Company adopted

Performance Equity Plan the 2010 Performance Plan The 2010

Performance Plan authorizes the issuance of 2700000 shares of

common stock pursuant to awards that may be granted in the form

of options at an exercise price which is 110% of the fair market value

of the Companys comæion stock on the date of grant The purpose of

the 2010 Performance Plan is to establish an effective link between

incentive compensation and performance for officers and employees

with the Companys stockholders by rewarding actions that result in

building long-term shareholder value Under the 2010 Performance

Plan options expire ten years after the date of grant unless terminated

earlier under the option terms For options Committee of non-

employee directors has the authority to determine the conditions upon

which the options granted will vest At December 31 2012 there were

no options or stock awards granted under the 2010 Performance Plan

The 2004 Stock Plan as amended in 2009 the 2004 Plan

authorizes the issuance of 2500425 shares of common stock

pursuant to awards that may be granted in the form of options to

purchase common stock and awards of shares of common stock The

maximum number of stock awards that may be granted over time may

not exceed 761101 shares At December 31 2012 the amount of

shares of common stock available for future grants under the 2004

Plan as amended was 328174 shares of which 9495 shares are

available for issuance as stock awards Under the 2004 Plan options

expire 10 years after the date of grant unless terminated earlier under

the option terms For both options and stock awards Committee of

non-employee directors has the authority to determine the conditions

upon which the options granted will vest Each director and advisory

director of the Company received compensation in the form of

stock awards which were immediately vested upon issuance There

were and 220534 stock awards issued from the 2004 Plan for

the years ended December 3t 2012 2011 and 2010 respectively

The Company granted 16500 and 763994 options for the years

ended December 31 2012 2011 and 2010 respectively under the

2004 Plan These options were granted at the then fair market value

of the Companys stock During 2012 there were no options granted

under the 2004 Plan During 2011 there were 16500 options granted

under the 2004 Plan which vested evenly over four years beginning two

years after the date of grant During 2010 there were 503300 options

granted under the 2004 Plan which vested 25% immediately and the

remaining 75% evenly over three years 94 657 options granted which

vest evenly over five years 75000 options granted that vest 100%

two years after the date of grant 47037 options granted which vested

immediately and 44000 options granted which vest evenly over four

years beginning two years after the date of grant There are 1411150

options outstanding and 263611 non-vested restricted stock awards

under the 2004 Plan at December 31 2012

In January 2006 as result of the Advantage Bank Advantage

acquisition the Company assumed stock options previously granted

under the Advantage Plans Upon merger all stock options under the

Advantage Plans became fully vested and were converted to stock

options of the Company The number of shares of common tock that

may be purchased pursuant to any such option is equal to the number

of shares covered by the option multiplied by the merger exchange ratio

with the exercise price of each converted option equal to the original

exercise price divided by the merger exchange ratio Stock options

previously granted under the Advantage Plans are both incentive and

non-qualified and expire from 2012 through 2014 There are 136 stock

options outstanding under these plans at December 31 2012 No

additional stock options will be granted under these plans

In July 2004 as result of the acquisition of Community Bancorp

of New Jersey Community the Company assumed stock options

previously granted under the Community Plans Upon merger all stock

options under the Community Plans became fully vested and were

converted to stock options of the Company The number of shares of

common stock that could have been purchased pursuant to any such

option equaled the number of shares covered by the option multiplied

by the merger exchange ratio with the exercise price of each converted

option equal to the original exercise price divided by the merger

exchange ratio Stock options previously granted under the Community

Plans were both incentive and non-qualified and any remaining options

expired in 2012 There are no stock options outstanding under these

plans at December31 2012 No additional stock options will be granted

under these plans

Options granted under the 2002 Stock Option Plan the 2002 Plan

may be either qualified incentive options or nonqualified options as

determined by the Compensation Committee of the Board of Directors

or the Board of Directors The 2002 Plan authorizes the issuance of

1108089 shares of common stock The grant of reload options is

authorized under the 2002 Plan The award of reload option allows the

optionee to receive the grant of an additional stock option at the then

current market price in the event that such optionee exercises all or part

of an option an original option by surrendering already owned shares

of common stock in full or partial payment of the option price under such

original option The exercise of an additional option issued in accordance
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with the reload feature will reduce the total number of shares eliible for the 2002 Plan generally allows options granted to directors to vest as

award under the Plan lJnderthe 2002 Plan the nonqualified options of the date of grant At December 31 2012 there were no options

expire ten years and ten days after the date of grant unless terminated outstanding with the reload feature under the 2002 Plan and no shares

earlier under the option terms The qualified incentive options expire available for grant

10 years after the date of grant unless terminated earlier under the
There are no equity compensation plans providing for the issuance of

option terms The vesting provision of the 2002 Plan generally allows
shares of the Company which were not approved by the shareholders

20% of options granted to employees to vest six months after the date

Options outstanding under the 2002 2004 2010 Community Plans

of grant and 20% for each of the next four anniversaries of the grant
and Advantage Plans are as follows

subject to employment and other conditions The vesting provision of

SUMMARY OF STOCK OPTIONS GRANTED AND OUTSTANDING

Incentive Nonqualified Total

Stock options granted and outstanding

December31 2012 at prices ranging from $285 to $1749 per share 835097 950060 1785157

December 31 2011 at prices ranging from $3 09 to $17 49 per share 012 612 815 465 828 077

December 31 2010 at prices ranging from $3.51 to $1 7.49 pAr share 846377 1353234 2199611

Activity in the stock option plans for the years ended December 31 2012 2011 and 2010 respectively was as follows

SUMMARY OF STOCK OPTION ACTIVITY

Years Ended December 31 2012 2011 2010

Weighted Weighted Weighted

Average Average Average

Number of Exercise Number of Exercise Number of Exercise

Options Price Options Price Options Price

Stock options outstanding beginning of year 2828077 $7.94 2728139 8.29 21 99611 $9.51

Granted 232647 2.92 242500 4.28 763994 4.77

Exercised

Forfeited 74776 3.76 63095 4.84 29521 8.16

Expired 1200791 8.11 79467 11.39 205945 8.27

Stbbk options outstanding end of year 1785157 $7.35 2828077 7.94 2728139 $8.29

Stock options exercisable end of year 1178775 $8.66 2037549 8.73 1750189 $9.37

Stock options vested or expected to vest 1725894 $7.44 2599466 7.98 2584682 $8.36

Includes vested shares and nonvested shares after forfeitur rate assumption which is based upon historical data is applied
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The weighted average grani date fair value per share of options

granted during the years ended December 312012 2011- and 2010

were $1.52 $2.11 and $2.75 respectively The aggregate intrinsic

value of options outstanding at December 31 2012 2011 and 2010

was $132 thousand $0 and $284 thousand respectively

SUMMARY OF NON VESTED STOCK OPTION ACTIVITY

No options were exercised during 2012 2011 or 2010 The aggregate

intrinsic value of options exercisable at December 31 2012 2011 and

2010 was $0

Asummary of the Companys nonvested options at December 312012

2011 and 2010 respectively are presented in the following table

Years Ended December 31 2012 2011 2010

Weighted Weighted Weighted

Average Average Average

Number of Grant Date Number of Grant Date Number of Grant Date

Shares Fair Value Shares Fair Value Shares Fair Value

Nonvested stock options outstanding beginning of year 790528 $5.90 977950 $6.38 597363 $15.31

Granted 232647 292 242 500 28 763 994 77

Vested 342017 6.30 366827 6.29 353886 17.82

Forfeited 74776 3.76 63095 4.84 29521 8.16

Nonvested stock options outstanding end of year 606382 $4.79 790528 $5.90 977950 6.38

At December 31 2012 there was $923 thousand of total summary of the Companys nonvested stock awards at

unrecognized compensation cost related to options granted under December 31 2012 2011 and 2010 respectively are presented in the

the stock option plans That cost is expected to be recognized over following table

weighted average period of 2.6 years

SUMMARY OF NONVESTED STOCK AWARD ACTIVITY

Years Ended December 31 2012 2011 2010

Weighted Weighted Weighted

Average Average Average

Number of Grant Date Number of Grant Date Number of Grant Date

Shares Fair Value Shares Fair Value Shares Fair Value

Nonvested stock awards outstanthng beginning of year 175989 $607 309 481 $6 16 182 297 $7 67

Issued 588136 288 176 250 76

Vested 106012 5.57 110973 6.56 48066 6.79

Forfeited 19076 321 19 689 83 000 54

Nonvested stock awards outstanding end of year 639037 $3.30 178819 $6.05 309481 $6.16

During 2012 2011 and 2010 the Company issued 588136

and 176250 shares of stock awards respectively that were valued

at $1.8 million $0 and $839 thousand respectively at the time these

awards were granted The value of these shares is based upon the

closing price of the Companys common stock on the date of grant

At December 31 2012 there was $1.8 million of total unrecognized

compensation cost related to these stock awards that is expected to

be recognized over weighted average period of 4.47 years The total

compensation expense recogni2ed on stock awards which vested during

2012 was $469 thousand

16 EMPLOYEE AND DIRECTOR STOCK

PURCHASE PLANS

In 1997 the Company adopted an Employee Stock Purchase Plan

ESPP and Directors Stock Purchase Plan DSPP collectively

the Purchase Plans Under the ESPP and the DSPP as amended and

restated in 2009 323254 shares and 119216 shares respectively

were reserved for issuance Under the terms of the Purchase Plans the

Company grants participants an option to purchase shares of Company

common stock with an exercise price equal to 95% of market prices
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Under the ESPP emplOyees are permitted through payroll deduction

to purchase up to $25000 of fair market value of the Companys

common stock per year Under the DSPP directors are permitted to

remit funds on regular basis to purchase up to $25000 of fair

market value of the Companys common stock per year Participants

incur no brokerage commissions or service charges for purchases made

under the Purchase Plans For the years ended December31 2012

2011 and 2010 there were 38787 shares 36167 shares and 25321

shares respectively purchased through the ESPP For the years Onded

December 31 2012 2011 and 2010 there were 16754 shares

15538 shares and 11497 shares respectively purchased through the

DSPP At December 31 2012 there were 103069 and 1324 shares

remaining in the ESPP and DSPP respectively

17 BENEFITS

The Company has established 401k Retirement Plan the 401k

Plan for all qualified employees Employees are eligible to participate

in the 401k Plan following completion of 90 days of service and

attaining age 21 The Companys match begins after one year of

service Vesting in the Companys match contribution accrues evenly

over four years Pursuant to the 401k Plan employees can contribute

up to 75% of their compensation to the maximum allowed by law The

Company will match 50% of the first 6% of the base contribution that

an employee contributes The Company match consists of contribution

of the Companys common stock at market value The Company

contribution to the 401k Plan was $670 thousand $644 thousand

and $641 thousand for the years ended December31 2012 2011 and

2010 respectively

In April 2009 the Company established the Directors Deferred Fee

Plan deferred stock compensation plan for members of its Board of

Directors the Directors Plan The Directors Plan provides Directors

with the opportunity to defer for tax planning purposes receipt of all

or portion of any Sun Bancorp Inc stock earned as compensation

The Directors Plan balance as of December 31 2012 and 2011 was

$256 thousand and $193 thousand respectively

In September 2010 in an effort to facilitate the succession plan

of the Companys Chairmanship the Company established Salary

Continuation Plan the Salary Plan to compensate the Chairman of the

Company for advising the incoming Chairman and the Board of Directors

as well as reward him for his many years of service to the Company

Under the Salary Plan for period of three years the Chairman will

receive monthly payment equal to his base salary in effect and due to

him at retirement At December 31 2012 the Company had an accrued

liability of $1.0 million in other liabilities on the consolidated statements

of financial condition related to the Salary Plan

18 COMMITMENTS AND CONTINGENT LIABILITIES

The Company from time to time may be defendant in legal

proceedings related to the conduct of its business Management after

consultation with legal counsel believes that the Jiabilities if any arising

from such litigation
and claims will not be material to the consolidated

financial statements

Letters of Credit In the normal course of business the Company

has various commitments and contingent liabilities such as customers

letters of credit including standby letters of credit of $40.5 million and

$51.9 million at December 31 2012 and 2011 respectively which are

not reflected in the accompanying consolidated financial statements

Standby letters of credit are conditional commitments issued by the

Company to guarantee the performance of customer to third party

The credit risk involved in issuing letters of credit is essentially the

same as that involved in extending loan facilities to customers In the

judgment of management the financial condition of the Company will

not be affected materially by the final outcome of any letters of credit

Reserve for Unfunded Commitments The Company maintains

reserve for unfunded loan commitments and letters of credit which

is reported in other liabilities in the consolidated statements of financial

condition consistent with FASB ASC 825 Financial Instruments As of

December 31 2012 the Company records estimated losses inherent

with unfunded loan commitments in accordance with FASB ASC 450

Contingencies and estimated future obligations under letters of credit

in accordance with FASB ASC 460 Guarantees The methodology used

to determine the adequacy of this reserve is integrated in the Companys

process for establishing the allowance for loan losses and considers the

probability of future losses and obligations that may be incurred under

these off-balance sheet agreements The reserve for unfunded loan

commitments and letters of credit as of December 31 2012 and 2011

was $613 thousand and $381 thousand respectively Management

believes this reserve level is sufficient to absorb estimated probable

losses related to these commitments

Reserve for residential mortgage loans sold with recourse The

Company maintains reserve for residential mortgage loans sold

with recourse to third-party purchasers which is reported in other

liabilities in the consolidated statements of financial condition As of

December 31 2012 the Company records estimated losses inherent

with residential mortgage loans sold with recourse in accordance with

FASB ASC 450 Contingencies This reserve is determined based upon

the probability of future losses which is calculated using historical

Company and industry loss data The reserve for residential mortgage

loan recourse as of December 31 2012 and 2011 was $325 thousand

and $0 respectively Management believes this reserve level is sufficient

to address potential recourse exposure
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Leases The following is schedule of the Companys futureminimum

lease payments under capital leases as of December 31 2012

FUTURE MINIMUM LEASE PAYMENTS UNDER OBLIGATIONS

UNDER CAPITAL LEASES

Years Ended December 31 Amount

2013 776

2014 776

2015 797

2016 839

2017 839

Thereafter 7819

Total minimum lease payments 11846

Less Amount representing interest 4237

Present value of minimum lease payment net 7609

The following table shows future minimum payments under

noncancelable operating leases with initial terms of one year or more

at December 31 2012 Future minimum receipts under sub-lease

agreements are deemed not material

FUTURE MINIMUM PAYMEN1S UNDER NONCANCELABLE

OPERATING LEASES

Years Ended December 31

2013

2014 4110

2015 3928

2016 3855

2017 3529

Thereafter 26001

Total minimum lease payments $45600

Rental expense which is included in occupancy expense on the

Companys consolidated statements of operations for all leases

was $4.8 million $4.5 million and $4.5 million for theyears ended

December 31 2012 2011 and 2010 respectively

19 DERIvATIvE INSTRUMENTS AND

HEDGING ACTIVITIES

Derivative financial instruments involve to varying degrees interest

rate market and credit risk The Company manages these risks as part

of its asset and liability management process and through credit policies

and procedures The Company seeks to minimize counterparty credit

risk by establishing credit limits and collateral agreements The Company

utilizes certain derivative financial instruments to enhance its
ability

to

manage interest rate risk that exists as part of its ongoing business

operations In general the derivative transactions entered into by the

Company fall into one of two types fair value hedge of specific fixed-

rate loan agreement and an economic hedge of derivative offering

to Bank customer The Company does not use derivative financial

instruments for trading purposes

Fair Value Hedges Interest Rate Swaps The Company has

entered into interest rate swap arrangements to exchange the periodic

payments on fixed-rate commercial loan agreements for variable-rate

payments based on the one-month London lnterbank Offered Rate

LIBOR without the exchange of the underlying principal The interest

rate swaps are designated as fair value hedges under FASB ASC 815

Derivatives and I-/edging FASB ASC 815 and are executed for

periods and terms that match the related underlying fixed-rate loan

agreements The Company applies the shortcut method of accounting

under FASB ASC 815 which assumes there is no ineffectiveness

as changes in the interest rate component of the swaps fair value

are expected to exactly offset the corresponding changes in the fair

value of the underlying commercial loan agreements Because the

hedging arrangement is considered highly effective changes to the

underlying benchmark interest rates considered in the valuation of these

instruments do not result in an impact to earnings however there may

be fair value adjustments related to credit quality variations between

counterparties which may impact earnings as required by FASB ASC

820 Fair Value Measurements and Disclosures FASB ASC 820 The

fair value adjustments related to credit quality were not material as of

December 31 2012 and 2011

The following tables provide information pertaining to interest

rate swaps designated as fair value hedges under FASB ASC 815 at

December 31 2012 and 2011

SUMMARY OF INTEREST RATE SWAPS DESIGNATED AS FAIR

VALUE HEDGES

December 31

Balance Sheet Location
___________________________________

Other liabilities

SUMMARY OF INTEREST RATE SWAPS COMPONENTS

December 31 2012 2011

Weighted average pay rate 6.85% 6.83%

Weighted average receive rate 2.22% 2.27%

Weighted average maturity in years 2.6 3.4

Customer Derivatives Interest Rate Swaps/Caps The

Company enters into interest rate swaps that allow our commercial

loan customers to effectively convert variable-rate commercial loan

agreement to fixed-rate commercial loan agreement Under these

agreements the Company enters into variable-rate loan agreement

witha customer in addition to an interest rate swap agreement which

serves to effectively swap the customers variable-rate loan into

fixed-rate loan The Company then enters into corresponding swap

agreement with third party in order to economically hedge its exposure

on the variable and fixed components of the customer agreement The

interest rate swaps with both the customers and third parties are not

designated as hedges under FASB ASC 815 and are marked to market

through earnings As the interest rate swaps are structured to offset each

other changes to the underlying benchmark interest rates considered

in the valuation of these instruments do not result in an impact to

Amount

4177

2012 2011

Notional Fair Value Notional Fair Value

$30545 $3503 $33663 $4489
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earnings however there may be fair value adjustments related to credit

quality variations between counterparties which may impact earnings

as required by FASB ASC 820 The Company recognized negative net

derivative valuation adjustments of $2.3 million $12.5 million and

$12.2 million during the years ended December 31 2012 2011 and

2010 respectively These balances included swap termination fees of

$2.2 million $14.6 million and $10.3 million during the years ended

December 31 2012 2011 and 2010 respectively These amounts are

included in the derivative credit valuation adjustment in the consolidated

statements of operations

SUMMARY OF INTEREST RATE SWAPS NOT DESIGNATED AS

HEDGING INSTRUMENTS

December 31 2012 2011

Balance Sheet Location Notional Fair Value Notional Fair Value

Other assets $358753 40594 $400311 50355

Other liabilities 358753 40646 400311 50462

In addition the Company has entered into an interest rate floor sale

transaction with one commercial customer The Company entered into

corresponding interest rate floor purchase transaction with third party

in order to offset its exposure on the variable and fixed components

of the customer agreement As the interest rate floors with both the

customer and the third party are not designated as hedges under FASB

ASC 815 the instruments are marked to market through earnings As

the interest rate floors are structured to offset each other changes to

the underlying benchmark interest rates considered in the valuation

of these instruments do not result in an impact to earnings however

there may be fair value adjustments related to credit quality variations

between counterparties which may impact earnings as required by

FASB ASC 820 The combined notional amount of the two interest rate

floors was $1 5.9 million and $1 6.6 million at December 31 2012 and

December 31 2011 respectively

The Company has an International Swaps and Derivatives Association

agreement with third party that requires minimum dollar transfer

amount upon margin call This requirement is dependent on certain

specified credit measures The amount of collateral posted with the third

party at December 31 2012 and 2011 was $54.6 million and $62.6

million respectively The amount of collateral posted with the third party

is deemed to be sufficient to collateralize both the fair market value

change as well as any additional amounts that may be required as

result of change in the specified credit measures The aggregate fair

value of all derivative financial instruments in
liability position with

credit measure contingencies and entered into with the third party was

$44.1 million and $55.0 million at December 31 2012 and 2011

respectively

Interest rate lock commitments on residential mortgages As

part of its normal residential mortgage operations the Company will

enter into an interest rate lock commitment with potential borrower

The Company enters into corresponding commitment to an investor to

sell that loan at specific price shortly after origination In accordance

with FASB ASC 820 adjustments are recorded through earnings

to account for the net change in fair value of these transactions for

both the held-for-sale pipeline and warehouse For the year ended

December 31 2012 the Company recognized $638 thousand and

$209 thousand in positive fairvalue adjustments on its held-for-sale

pipeline and warehouse respectively which were included in other

non-interest income on the consolidated statements of operations as

an increase to income In the year ended December 31 2011 $0 in fair

value adjustments were recorded The interest rate lock commitment

had notional amounts of $90.1 million and $98.5 million for the held-

for-sale pipeline and warehouse respectively as of December 31 2Q12

20 INCOME TAXES

The income tax benefit expense consists of the following

SUMMARY OF INCOME TAX BENEFIT EXPENSE

2012 2011 2010

$34 $10 $11020

20342

$34 $10 9322

Items that gave rise to significant portions of the deferred tax accounts

are as follows

DETAILS OF DEFERRED TAX LIABILITY NET

December 31 2012 2011

Deferred tax asset

Allowance for loan losses 19239 17319

Goodwill amortization 1262 3263

Impairments realized on

investment securities 490 490

Fixed assets 2596 588

Net operating loss carry forwards 85466 66334

Alternative minimum tax credits 2010 1975

Other 5194 3804

Total deferred tax asset before 116257 94773

valuation allowance

Less valuation allowance 113398 91416
Deferred tax liability

Core deposit intangible amortization 420 1203

Unrealized gain on investment securities 1509 432

Deferred loan costs 2119 1817

Other 320 337

Total deferred tax liability 4368 3789

Net deferred tax
liability

asset 1509 432

The Company has $199.2 million of federal net operating loss

carryforwards at December 31 2012 of which $38.8 million will expire

in 2030 $113.5 million will expire in 2031 and $46.9 million will expire

in 2032 The Company also has $268.9 million of state net operating

loss carryforwards at December 31 2012 of which $3.0 million expire

in 2015 $37.4 million expire in 2029 $74.7 million expire in 2030

$110.2 million expire in 2031 and $43.7 million expire in 2032

Years Ended December 31

Current

Deferred

Income tax benefit provision
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At December 31 2012 the Company had valuation allowance of to fully realize the deferred tax assets including past operating results and

$113.4 million against the net deferred tax asset as it Is more likely than the forecast of future taxable income In addition the Company is three-

not that the full deferred tax asset will not be realized Management year cumulativeloss company The net deferred tax liability of $1 .5 million

considered all positive and negative evidence regarding the ultimate ability relates to unrealized gains on investment securities

The provision for income taxes differs from that computed at the statutory rate as follows

RECONCILIATION OF FEDERAL STATUTORY INCOME TAX

FASB ASC 740 clarifies the accounting for income taxes by

prescribing minimum probability threshold that tax position must

meet before financial statement benefit is recognized The minimum

threshold is defined in ASC 740 as tax position that is more likely than

not to be sustained upon examination by the applicable taxing authority

including resolution of any related appeals or litigation processes based

on the technical merits of the position The tax benefit to be recognized

is measured as the largest amount of benefit that has greater than

50% likelihood of being realized upon ultimate settlement ASC 740

was applied to all existing tax positions upon initial adoption There was

no liability
for uncertain tax positions and no known unrecognized tax

benefits at December 31 2012 or 2011

The Company recognizes when applicable interest and penalties

related to unrecognized tax benefits in the provision for income taxes

in the results of operations As of December 31 2012 the tax year

ended December 31 2011 was subject to examination by the Internal

Revenue Service the IRS and to state examination During 2012 the

IRS completed its examination of the Companys 2008 through 2010 tax

returns which did not result in any material change to the Companys

tax position However the federal statute remains open for 2009 and

2010

21 SEcuRITIEs PURCHASE AGREEMENTS

On July 2010 the Company entered into securities purchase

agreements with WLR SBI Acquisition Co LLC an affiliate of WL Ross

Co LLC WL Ross members and affiliates of the Banks founding

Brown Family the Brown Family certain affiliates of Siguler Guff

Company the Siguler Guff Shareholders and certain other

institutional and accredited investors the Other Investors On

September 22 2010 the Company completed the issuance and sale

of 4672750 shares of its common stock and 88009 shares of its

Mandatorily Convertible Cumulative Non-Voting Perpetual Stock Series

the Series Preferred Stock for net proceeds of $98.5 million At the

Companys Annual Meeting of Shareholders held on November 2010

its shareholders approved an amendment to our Amended and Restated

Certificate of Incorporation allowing for the conversion of the 88009

shares of Series Preferred Stock into 22002250 shares of common

stock at conversion price of $4.00 per share

On March 22 2011 the Company completed public offering of

28 750 000 shares of common stock at public offering price of $3 00

per share which included the full exercise of the over allotment option

granted to the underwriters to purchase an additional 750 000 shares

of common stock After deducting the underwriting discount and offering

expenses payable bythe Company the net proceeds were $81 .4nlillion

The Companys three largest shareholders WL Ross Siguler Guff and

the Brown Family along with certain officers and directors purchased an

aggregate of 10193224 shares in the offering WL Ross and the Siguler

Guff Shareholders maintained their percentage interest in the Company in

the offering Pursuant to the terms of the securities purchase agreements

entered into between WL Ross the Siguler Guff Shareholders the Brown

Family and the Company in connection with the private placement of

Company securities in July 2010 each of these investors was entitled

to purchase shares in the offering at $2.85 per share whicti represented

the public offering price less the underwriting discount of $0.15 per share

paid to the underwriters on the other shares sold

On
April 112011 the Company issued and sold in private placement

transaction an additional 3802131 shares at $2.85 pershare totaling

$10.8 million in additional stock proceeds pursuant to the exercise of

gross-up rights contained in the previously executed security purchase

agreements with the three investors noted above The grossup rights

were triggered by the underwriters exercise of the over-allotment

option in the public offering On August 2011 the Company issued

approximately 2378232 additional shares at $2.85 per share totaling

Years Ended December31 2012 2011 2010

Amount Amount Amount

Loss before income taxes 50524 $67495 $1 76096

Tax computed at statutory rate 17683 35 0% 23 624 35 0% 61 634 35 0%

Decrease increase in charge resulting from

State taxes net of federal benefit 3040 6.0 3949 5.9 8514 4.8

Tax exempt interest net 638 1.3 900 1.3 1233 0.7

BOLl 695 1.4 1037 1.5 726 0.4

Nondeductible goodwill 18980 0.8

Valuation allowance 21981 43.5 29524 43.7 61892 35.1

Othe net 41 0.1 0.0 557

Total income tax benefit expense 34 0.1% 10 0.0% 9322
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$6.8 million in stock proceeds pursuant to the exercise of gross-up financial statements Under capital adequacy guidelines and the

rights The transactions were triggered pursuant to the gross-up rights

issued to Anchorage Capital Group LLC Anchorage in connection

with its purchase of shares in the public offering

Loss PER COMMON SHARE

Basic earnings loss per share is computed by dividing net income

loss available to common shareholders by the weighted average

number of shares of common stock outstanding net of any treasury

shares during the period Diluted earnings per share is calculated by

1ividing net income loss available to common shareholders by the

weighted average number of shares of common stock outstanding net

of any treasury shares after consideration of the potential dilutive effect

of common stock equivalents based upon the treasury stock method

using an average market price for the period

Loss per share was calculated as follows

LOSS PER COMMON SHARE COMPUTATION

Years Ended December31 2012 2011 2010

Net loss 50491 67505 185418

Net loss available to

common shareholders 50491 67505 185418

Average common

shares outstanding 85938714 76653990 28258953

Net effect of dilutive

stock options

Djlutive common

shares outstanding 85938714 76653990 28258953

Loss per share basic 0.59 0.88 6.56

Loss per share diluted 0.59 6.56

23h REGULATORY MATTERS

The Company is subject to risk based capital guidelines adopted by

the FRB for bank holding companies The Bank is also subject to similar

capital requirements adopted by the 0CC Under the requirements the

federal bank regulatory agencies have established quantitative measures

to ensure that minimum thresholds for Total Capital Tier Capital and

Leverage Tier Capital divided by average assets ratios set forth

in the table below are maintained Failure to meet minimum capital

requirements can initiate certain mandatory and possibly additional

discretionary actions by regulatorsthat if undertaken could have

direct material effect on the Companys and the Banks consolidated

regulatory framework for prompt corrective action the Company and

the Bank must meet specific capital guidelines that involve quantitative

measures of their assets and certain off-balance sheet items as

calculated under regulatory practices

The Companys and Banks capital amounts and classifications are

also subject to qualitative judgments by the federal bank regulators

about components risk weightings and other factors The Companys

and the Banks risk-based capital ratios have been computed in

accordance with regulatory practices The Company and the Bank were

in compliance with these regulatory capital requirements of the FRB and

the 0CC as of December 31 2012 As discussed below and elsewhere

herein additional capital requirements have been imposed on the Bank

by the 0CC which the Bank was also in full compliance with as of

December31 2012

On April 15 2010 the Bank entered into the 0CC Agreement which

contained requirements to develop and implement profitability and

capital plan that provides for the maintenance of adequate capital to

support the Banks risk
profile

in the current economic environment

The capital plan was also required to contain dividend policy allOwing

dividends only if the Bank is in compliance with the capital plan and

obtains prior approval from the 0CC During the second quarter of 2010

the Company delivered its profit and capital plans to the 0CC

The Bank also agreed to implement program to protect the

Banks interest in criticized or classified assets review and revise

the Banks loan review program implement program for the

maintenance of an adequate allowance for loan losses and revise

the Banks credit administration policies During the second quarter

of 2010 the Company .revised and implemented changes to policies

and procedures pursuant to the 0CC Agreement As noted earlier in

this section the Bank also agreed that its brokered deposits will not

exceed 3.5% of its total liabilities unless approved by the 0CC Effective

October 18 2012 the 0CC approved an increase of this limit to 6.0%

Management does not expect that this restriction will limit its access

to liquidity as the Bank does not rely on brokered deposits as major

source of funding As of December 31 2012 the Banks brokered

deposits represented 4.0% of its total liabilities

The Bank is also subject to individual minimum capitah ratios

established by the 0CC requiring the Bank to continue to maintain

Leverage ratio at least equal to 8.50% of adjusted total assets to

continue to maintain Tier Capital ratio at least equal to 9.50% of risk-

weighted assets and to maintain Total Capital ratio at least equal to

11 .50% of risk-weighted assets At December 31 2012 the Bank met

all of the three capital ratios established by the 0CC as its Leverage ratio

was 9.24% its Tier Capital ratio was 11.76% and its Total Capital

ratio was 13.02%
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The following table provides both the Companys and the Banks risk-based capital ratios as of December 31 2012 and 2011

REGULATORY CAPITAL LEVELS

December 312012

Total Capital to Risk-Weighted Assets

Sun Bancorp Inc

Sun National Bank

Tier Capital to Risk-Weighted Assets

Sun Bancorp Inc

Sun National Bank

Leverage Ratio

Sun Bancorp Inc

Sun National Bank

December 31 2011

Total Capital to Risk-Weighted Assets

Sun Bancorp Inc

Sun National Bank

Tier Capital to Risk-Weighted Assets

Sun Bancorp Inc

Sun National Bank

Leverage Ratio

Sun Bancorp Inc

Sun National Bank

For Capital Adequacy

Purposes

Amount Ratio Amount Ratio

353283 11.09 127381

306534 9.64 127240

To Be Well Capitalized

Under Prompt Corrective

Action Provisions1

Amount Ratio

6.00

4.00 N/A

4.00 159050 5.00

Not applicable for bank holding companies

At December 31 2012 and 2011 although the Company and the

Bank exceetled the required ratios fbr classification as well capitalized

due to the fact that it was subject to the 0CC Agreement it cannot be

deemed well capitalized

The Banks deposits are insured to applicable limits by the FDIC

Pursuant to the Dodd-Frank Act the Federal Deposit Insurance Act

was amended to increase the maximum deposit insurance amount

from $100000 to $250000 and extended the unlimited deposit

insurance coverage for noniriterest-bearing transaction accounts

until December 31 201 at which time the extension expired Upon

expiration these types of deposits were only insured up to the same

$250 thousand limit as other types of deposit accounts

In November 2009 instead of imposing additional special

assessments the FDIC amended the assessment regulations to require

all insured depository institutions to prepay their estimated risk-based

assessments for the fourth quarter of 2009 and for all of 2010 2011

and 2012 on December 30 2009 For purposes of estimating the

future assessments each institutions base assessment rate in effect on

September 30 2009 was used assuming five percent annual growth

rate in the assessment base and three basis point increase in the

assessment rate in 2011 and 2010 The prepaid assessment will be

applied against actual quarterly assessments until exhausted Any funds

remaining after June 30 2013 will be returned to the institution If the

prepayment would impair an institutions liquidity or otherwise create

significant hardship it was able to apply for an exemption Requiring

this prepaid assessment did not preclude the FDIC from changing

assessment rates or from further revising the risk-based assessment

system On December 31 2009 the Company paid the FDIC prepaid

assessment of$18.3 million of which approximately $3.9 million

applied to 2012 The remaining prepaid assessment of approximately

$2.6 million at December 31 2012 will be recognized as expense over

the course of the respective periods covered
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Actual

$340111 13.72% $198340 8.00% N/A

322041 13.02 197964 8.00 $247455

293008 11.82 99170 4.00 N/A

290922 11.76 98982 4.00 148473

293008 9.30 126080 4.00 N/A

290922 9.24 125902 4.00 157377

$385034 15.22% $202415 8.00% N/A

338240 13.39 202120 8.00 $252650

353283 13.96 101208 4.00 N/A

306534 12.13 101060 4.00 151590

10.00%

6.00

5.00

10 00%



The Companys capital securities are deconsolidated in accordance 24 FAIR VALUE OF FINANCIAL INSTRUMENTS

with GAAP and qualify as Tier capital under federal regulatory

guidelines These instruments are subject to 25% capital limitation

under risk-based capital guidelines developed by the FRB In March

2005 the FRB amended its risk-based capital standards to expressly

allow the continued limited inclusion of outstanding and prospective

issuances of capital securities in bank holding companys Tier

capital subject to tightened quantitative limits The FRB amended

rule was to become effective March 31 2009 and would have limited

capital securities and other restricted core capital elements to 25% of all

core capital elements net of goodwill less any associated deferred tax

liability On March 16 2009 the fRB extended for two years the ability

for bank holding companies to include restricted core capital elements

as Tier capital up to 25% of all core capital elements including

goodwill The portion that exceeds the 25% capital limitation qualifies

as Tier or supplementary capital of the Company At December 31

2012 the $74.1 million in capital securities qualified as Tier capital

The ability
of the Bank to pay dividends to the Company is controlled

by certain regulatory restrictions Generally dividends declared in

given year by national bank are limited to its net profit as defined by

regulatory agencies for that year combined with its retained net income

for the preceding two years less any required transfer to surplus or to

fund for the retirement of any preferred stock In addition national

bank may not pay any dividends in an amount greater than its undivided

profits and national bank may not declare any dividends if such

declaration would leave the bank inadequately capitalized Therefore

the ability of the Bank to declare dividends will depend on its future

net income and capital requirements Also banking regulators have

indicated that national banks should generally pay dividends only out

of current operating earnings Following this guidance the amount

available for payment of dividends to the Company by the Bank totaled

$0 at December 31 2012 Per the 0CC Agreement dividend may

only be declared if it is in accordance with the approved capital plan the

Bank remains in compliance with the capital plan following the payment

of the dividend and the dividend is approved by the 0CC

The Company accounts for fair value measurements in accordance

with FASB ASC 820 FASB ASC 820 defines fair value establishes

framework for measuring fair value and expands disclosures about fair

value measurements The definition of fair value retains the exchange

price notion in earlier definitions of fair value FASB ASC 820 clarifies

that the exchange price is the price in an orderly transaction between

market participants to sell the asset or transfer the liability in the market

in which the reporting entity would transact for the asset or liability The

definition focuses on the price that would be received to sell the asset

or paid to transfer the liability an exit price not the price that would be

paid to acquire the asset or received to assume the liability an entry

price FASB ASC 820 emphasizes that fair value is market-based

measurement not an entity-specific measurement and also clarifies the

application of fair value measurement ma market that is not active

FASB ASC 820 describes three levels of inputs that may be used to

measure fair value

Level Quoted prices in active markets for identical assets or liabilities

Level Inputs other than quoted prices included within Level that are

observable for the asset or liability either directly or indirectly

Level inputs include quoted prices for similar assets or

liabilities in active markets quoted prices for identical or similar

assets or liabilities in markets that are not active inputs other

than quoted prices that are observable for the asset or liability

and inputs that are derived principally from or corroborated by

observable market data by correlation or other means

Level Unobservable inputs that are supported by Iittle or no market

activity and that are significant to the fair value of the assets

or liabilities Level assets and liabilities include financial

instruments whose value is determined using pricing models

discounted cash flow methodologies or similar techniques as

well as instruments for which the determination of fair value

requires significant management judgment or estimation
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December 312011

Assets

Investment securities available for sale

U.S Treasury obligations

U.S Government agencies

U.S Government agency mortgage-backed securities

Other mortgage-backed securities

State and municipal obligations

Trust preferred securities

Corporate bonds

Other

Interest rate swaps

Interest rate floor

Liabilities

Fair value interest rate swaps

Interest rate swaps

Interest rate floor

$10011 .$

4949

354978

286

40170

25442

99013

40594

275

3503

40646

275

12079 $12079

428904 428904

296 296

48785

19408

665 500

50355

Level Valuation Techniques and Inputs

U.S Treasury securities The Company reports U.S Treasury securities

at fair value utilizing
Level inputs These securities are priced using

observable quotations for the indicated security

Other securities The other securities category is comprised of

money market mutual funds Given the short maturity structure and the

expectation that the investment can be redeemed at par value the fair

value of these investments is assumed to be the book value

Level Valuation Techniques and Inputs

The majority of the Companys investment securities are reported at

fair value utilizing
Level inputs Prices of these securities are obtained

through independent third-party pricing services Prices obtained

through these sources include market derived quotations and matrix

pricing and may include both observable and unobservable inputs Fair

market values take into consideration data such as dealer quotes new

issue pricing trade prices for similar issues prepayment estimates cash
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FASB ASC 820cequiresthe Company to disclosethe fair value of financial assets on both recurring and non-recurring basis Those assets and

liabilities which will continue to be measured at fair value on recurring basis are as follows

SUMMARY OF RECURRING FAIR VALUE MEASUREMENTS

Category Used for

Fair Value Measurement

Total Levell Level2 Level3

December 31 2012

Assets

Investment securities available for sale

U.S Treasury obligations

U.S Government agencies

U.S Government agency mortgage-backed securities

Other mortgage-backed securities

State and municipal obligations

Trust preferred securities

Corporate bonds

Other securities

Residential loans held-for-sale

Interest rate lock commitments on residential mortgages

Interest rate swaps

Interest rate floor

Liabilities

Fair value interest rate swaps

Interest rate swaps

Interest rate floor

$10011

4949

354978

286

40170

5882

25442

1464

99013

847

40594

275

3503

40646

275

1464

5882

847

4908

48785

4908

19408

1165

50355

360 360

4489

50462

4489

50462

360 360



flows market credit spreads and other factors The Company reviews

the output from the third-party providers for reasonableness by the

pricing consistency among securities with similar characteristics where

available and comparing values with other pricing sources available to

the Company

In general the Level valuation process uses the following significant

inputs in determining the fair value of the Companys different classes

of investments

U.S Government agency securities These securities are evaluated

based on either nominal spread basis for non-callable securities

or on an option adjusted spread OAS basis for callable securities

The nominal spread and OAS levels are derived from observations of

identical or comparable securities actively trading in the markets

U.S Government agency mortgage-backed securities The Companys

agency mortgage-backed securities generally include fixed-rate agency

mortgage-backed pools and adjustable-rate agency mortgage-backed

pools

Fixed-rate agency mortgage-backed pools are evaluated based on

spreads to actively traded To-Be-Announced TBA and seasoned

securities the pricing of which is provided by inter-dealer brokers

broker dealers and other contributing firms active in trading the security

class Further delineation is made by weighted average coupon WAG
and weighted average maturity WAM with spreads on individual

securities relative to actively traded securities as determined and quality

controlled using OAS valuations

Adjustable-rate agency mortgage-backed pools are evaluated

on bond equivalent effective margin BEEM basis obtained from

broker dealers and other contributing firms active in the market BEEM

levels are established for key sectors using characteristics such as

month-to-roll index periodic and life caps and index margins and

convertibility Individual securities are then evaluated based on how their

characteristics map to the sectors established

Agency collateralized mortgage obligations CMOs are evaluated

based on nominal spread and OAS values of securities with comparable

tranche type average life average life variance and prepayment

characteristics of the underlying collateral

Other mortgage-backed securities The Companys other mortgage-

backed securities consist of whole loan non-agency CMOs These

securities are evaluated based on generic tranche and generic

prepayment speed estimates of various types of collateral from

contributing firms and broker/dealers in the whole loan CMO market

State and municipal obligations These securities are evaluated

using information on identical or similar securities provided by market

makers broker/dealers and buy-side firms new issue sales and bid-

wanted lists The individual securities are then priced based on mapping

the characteristics of the security such as obligation type general

obligation revenue etc maturity state discount and premiums call

features taxability and other considerations

Corporate bonds The fair value measurements for corporate bonds

consider observable data that may include dealer quotes market

spreads cash flows the U.S Treasury yield curve live trading levels

trade execution data market consensus prepayment speeds credit

quality information and the bonds terms and conditions among other

things If relevant andobservable prices are available those valuations

would be classified as Level If prices are not available other valuation

techniques would be used and the item would be classified as Level

Residential mortgage ans held-forsaje Effective July 2012 the

Companys residential mortgage loans held-for-sale were recorded at

fair value utiIizing Level measurements This fair value measurement

is determined based upon third party quotes obtained on similar loans

The Company adopted the fair value option on these loans as it believes

thern fair value measurement of such loans reduces certain timing

differences in the Companysfinancial statements and better aligns with

the management of the portfolio from business perspective The fair

value option allows the Company to record the mortgage loans held-

for-sale portfolio at fair market value as opposed to the lower of cost or

market The adoption of this accounting election resulted in an increase

of $2.1 million in gain on sale of loans in the consolidated statements

of operations for the year ended December 31 2012 The Company

economically hedges its residential loans held for sale portfolio with

forward sale agreements which are reported at fair value lower of

cost or market accounting treatment would not allow the Company to

record the excess of the fair market value over book vØlue but would

require the Company to record the corresponding reduction in value

on the hedges Both the loans and related hedges are carried at fair

value which reduces earnings volatility as the amounts more closely

offset particularly in environments when interest rates are declining For

loans held-for-sale for which the fair value option has been elected the

aggregate fair ylue excedeU the aggegatepdncipal balance by $2.1

million as of December 31 2012 There were no residential mortgage

loans held for sale that were nonaccrual or 90 or more days past due as

of December31 2012 or December31 2011 Interest income on these

loans is recognized in interest and fees on loans in the consolidated

statements of operations

Interest rate swaps The Companys interest rate swaps including

fair value interest rate swaps and small exposures in interest rate caps

and floors are reported at fair value utilizing models provided by an

independent third-party and observable market data When entering

into an interest rate swap agreement the Company is exposed to fair

value changes due to interest rate movements and also the potential

nonperformance of its contract counterparty Interest rate swaps are

evaluated based on zero coupon LIBOR curve created from readily

observable data on LIBOR interest rate futures and the interest rate

swap markets The zero coupon curve is used to discount the projected

cash flows on each individual interest rate swap In addition the

Company has developed methodology to value the nonperformance

risk based on internal credit risk metrics andthe unique characteristics

of derivative instruments which include notional exposure rather

than principal at risk and interest payment netting The results of this

methodology are used to adjust the base fair value of the instrument for

the potential counterparty credit risk Interest rate caps and floors are

evaluated using industry standard options pricing models and observed

market data on LIBOR and Eurodollar option and cap/floor volatilities
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Level Valuation Techniques and Inputs

Trust preferred securities The trust preferred securities are evaluated

based on whether the security is an obligation of single issUer or part

of securitization pool For single issuer obligations the Company uses

present value cash flow models which incorporate the contractual cash

flow for each issii adjusted as necessary for any potential changes

in amount or timing of cash Ilows The cash flow model of pooled

issue incorporates anticipated loss rates and severitiesof the underlying

collateral as well as credit support provided within the securitization At

least quarterly the Companys Treasury personnel review the modeling

assumptions and the discount and forward rates Changes in these

assumptions could potentially have significant impact on the fair value

of the trust preferred securities The cash flow model for the pooled

issue owned by the Company at December 31 2012 asCumes no

recovery on defaulted collateral no recovery on securities in deferral

and an additional 3.6% future default rate assumption on the remaining

performing collateral every three years with no recovery rate

For trust preferred securities projected cash flows are discounted at

rate based on trading group of similar securities quoted on the New

York Stock Exchange NYSE or over-the-counter markets which is

reviewed for market data points such as credit rating maturity price and

liquidity The Company indexes the market securities to comparable

maturity interest rate swap to determine the market spread which

is then used as the discount rate in the cash flow models As of the

reporting date those market spreads were 6.0% for the pooled security

and 10.0% for the single issuer that is currently deferring interest

payments An increase or decrease of 3% in the discount rate on the

pooled issue would result in decrease of $1 .3 million or an increase

of $2.2 million in the security fair value respectively An increase or

decrease of 3% in the discount rate on the single issuer would result in

decrease of $407 thousand or an increase of $649 thousand in the

security fair value respectively

Interest rate lock commitments on residential mortgages The

determination of the fair value of interest rate lock commitments is

based on agreed upon pricing with the respective investor on each loan

and includes
pull through percentage The

pull through percentage

represents an estimate of loans in the pipeline to be delivered to an

investor versus the total loans committed for delivery Significant

changes in this input could result in significantly higher or lower fair

value measurement As the pull through percentage is significant

unobservable input this is deemed Level valuation input The pull

through percentage which is based upon historical experience was

70% as of December 31 2012 An increase or decrease of 20% in the

pull through assumption would result in positive or negative Łhange

of $236 thousand in the fair value of interest rate lock commitments

The fair value of interest rate lock commitments was $847 thousand at

December 31 2012

For the Years Ended December 31 2012 2011

Balance beginning of year $4908 $5642

Total gains losses realized/unrealized

Included in earnings 250

Included in accumulated other comprehensive income loss 974 484

Purchases

Maturities

PrØpayments

Calls

Transfers into Level

Balance end of year $5882 $4908

Amount included in net impairment losses on available for Sale securities of the consolidated statements of operations

FAIR VALUE MEASUREMENTS USING SIGNIFICANT UNOBSERVABLE INPUTS LEVEL INTEREST RATE LOCK COMMITMENTS ON

RESIDENTIAL MORTGAGES

For the Years Ended December 31 2012 2011

Balance beginning of year $-.

Total gains losses realized/unrealized

Included in other income 847

Included in accumulated other comprehensive income loss

Transfers into Level

Balance end of year $847
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The following provides details of the Level fair value measurement
activity

for the years ended December 31 2012 and 2011

FAIR VALUE MEASUREMENTS USING SIGNIFICANT UNOBSERVABLE INPUTS LEVEL TRUST PREFERRED SECURITIES



Certain assets are measured at fair value on non-recurring basis

that is the instruments are not measured at fair value on an ongoing

basis but are subject to fair value adjustments in certain circumstances

for example when there is evidence of impairment The Company

measures commercial real estate loans impaired loans SBA servicing

SUMMARY OF NON-RECURRING FAIR VALUE MEASUREMENTS

assets restricted equity investments and loans or bank properties

transferred into other real estate owned at fair value on non-recurring

basis At December 31 2012 and 2011 these assets were valued in

accordance with GAAP and the following table summarizes these assets

requiring fair value disclosure under the provisions of FASB ASC 820

Under FASB ASC 310 collateral dependent impaired loans are based

on the fair value of the underlying collateral which is based on appraisals

It is the policy of the Company to obtain current appraisal or evaluation

when loan has been identified as non-performing The type of appraisal

obtained will be commensurate with the size and complexity of the loan

The resulting value will be adjusted for the potential cost of liquidation

New appraisals are obtained on an annual basis at minimum until the

loan is repaid in full liquidated or returns to performing status

While the loan policy dictates that loan be assigned to the special

assets department when it is downgraded to classified there is need for

loan officers to consistently and accurately determine collateral values

when bàn is initially designated as criticized or classified The most

effective means of determining the fair value of real estate collateral

at point in time is by obtaining current appraisal or evaluation of

the property In anticipation of the receipt of current appraisal or

evaluation the Company has provided for an alternative and interim

means of determining the fair value of the real estate collateral

The most recent appraised or reported value of the collateral securing

loan net of discount is the Companys basis for determining fair

value The discount is based on the age of the existing appraisal or

evaluation and on the nature of the property Values developed from the

discounting of real estate and equipment collateral will be subject to

further 10% discount for the cost of liquidation based on the net value

of the collateral

SUN BMJcORP INC

Category Used for Fair Value Measurement

Level Level

Total Losses
Gains Or Changes

in Net AssetsTotal Level

December 312012

Assets

Impaired loans $75550 $75550 $33105
Commercial real estate Foans held-for-sale 21922 21922 5890

Real estate owned 1881 1881 1322
SBA servicing asset 389 389 95

December31 2011

Assets

Impaired loans 82031 82031 90390

Real estate owned 2272 2272 666



The following steps are taken to determine the fair value of commercial real estatesecuringa lean that will be potentially subject to impairment

Loan Category Used for Impairment Review

Loans less than $1 million

Loans $1 million or greater

Existing appraisal 18 months or less

Existing appraisal greater than 18 months

Commercial loans secured
prirrarily by residential real estate

Loans less than $1 million

Loans $1 million or greater

Non-cothmercialloans secured primarily by residential real estate

Loans less than $250000

Loans $250000 or greater

Method of Determining the Value

Evaluation or restricted use appraisal

Restricted use appraisal

Summary form appraisal

Automated valuation model

Summary form appraisal

Automated valuationmodel br

Summary form appraisal

Summary form appraisal

An evaluation report as defined by the 0CC is written report

prepared by an appraiser that describes the real estate collateral its

condition current and projected uses and sources of information used

in the analysis and provides an estimate of value in situations when an

appraisal is not required

restricted use appraisal report is defined as written report

prepared under the Uniform Standards of Professional Appraisal Practice

USPAP restricted use appraisal is for the Companys use only and

contains brief statement of information significant to the solution of

the appraisal problem Thisreport can be used for ongoing collateral

monItoring

summary form appraisal report is defined as written report

prepared under the USPAP which contains detailed summary of

all information significant to the solution of the appraisal problem

This report is more detailed than restricted use report and provides

sufficient information to enable the user to understand the rationale for

the opinions and conclusions in the report

An automated valuation model is an internal computer program tfit

estimates propertys market value based on market economic and

demographic factors

On quarterly basis or more frequently as necessary the Company

will review the circumstances of each collateral dependent loan and real

estate owned property collateral dependent loan is defined as one that

relies solely on the operation or the sale of the collateral for repayment

Adjustments to any specific reserve relating to collateral shortfall as

compared to the outstanding loan balance will be made if
justified by

appraisals market conditions or current events concerning the credit

All appraisals received which are utilized to determine valuations for

criticized and classified loans or properties placed in real estate owned

are provided under an as is value
Partially charged off loans are

measured for impairment upon receipt of an updated appraisal based

on the relationship between the remaining balance of the charged down

loan and the discounted appraised value Such loans will remain on non-

accrual status unless performance by the borrower warrants return to

accrual status Recognition cf non-accrual status occurs at the time

loan can no longer support principal and interest payments in accordance

with the original terms and conditions of the loan documents When

impairment Is determined specific reserve ref lectin any calculated

shortfall between the value of the collateral and the outstanding balance

of the loan is recorded Subsequent adjustments prior to receipt of

new appraisal to any specific reserve relating will be made if justifiedby

market conditions or current events concerning the credit If an internal

discount-based evakiation is being used the discount percentage

may be adjusted to reflect market changes changes to the collateral

value of similar credits or circumstances of the individual credit itself

The amount of charge off is determined by calculating the difference

bptween the current loan balanceand the current collateral valuation

plus estimated cost to liquidate

Impaired loan fair value measorements are based upon unobservable

inputs and therefore are categorized as Level measurement

Specific reserves were calculated for impaired loans with an aggregate

carrying amount of $5.8 million and $24.1 million at December 31

2012 and 2011 respectively The collateral underlying these loans

had fair yalue of $4.8 million and $1 8.7 million including specific

reserve rn the allowance for loan losses of $1 .0 million and $5.4 million

at December 31 2012 and 2011 respectively There were charge-offs

of $2.0 million and $20.6 million during the years ended December

31 2012 and 2011 respectively No specific reserve was calculated

for impaired loans with an aggregate carrying amount of $70.8 million

and $63.3 million at December 31 2012 and 2011 respectively as the

underlying collateral was not below the carrying amount however these

loans did include charge-offs of $30.1 million and $64.4 million during

the years ended December 31 2012 and 2011 respectively

Once loan is determined to be uncollectible the underlying collateral

is repossessed and reclassified as real estate owned The balance of

other real estate owned also includes bank properties transferred from

operations These assets are carried at lower of cost or fair value of the

collateral less cost to sell In some cases adjustments are made to the

appraised values for various factors including age of the appraisal age

of comparable properties included in the appraisal and known changes

in the market and the collateral During the year ended December 31

201 the Company recorded decrease in fair value of $733 thousand

on six bank properties $439 thousand on six commercial properties
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and $149 thousand on four residential properties During the year

ended December 31 2011 the Company recorded decrease in fair

value of $406 thousand on five bank properties and $260 thousand on

two commercial properties The adjustments to the bank commercial

and residential properties were based upon unobservable inputs and

therefore categorized as Level measurements Total real estate owned

measured at fair value at December 31 2012 and 2011 was $1

million and $2 million respectively

From time to time the Company may identify commercial loans which it

intends to sell toa third-party The Company signed definitive agreement

on January 17 2013 to sell $45.8 million of loans having book balance

of $35.1 million to third-party investor for gross proceeds of $21.9

million As the formal approval to sell these loans occurred during 2012

the related loans were transferred to held for sale as of December 31

2012 at lower of cost or estimated fair value The estimated fair value was

determined based upon the agreed upon sales price with the third-party

purchaser which is considered Level input and resulted in net loss

of $5.9 million upon transfer to loans held-for-sale

The SBA servicing assets are reviewed for impairment in accordance

with FASB ASC 860 Transfers and Servicing Because lOans are sold

individually and not pooled the Company does not stratify groups

of loans based on risk characteristics for purposes of measuring

CARRYING AMOUNTS AND ESTIMATED FAIR VALUES OF FINANCIAL

December 31

impairment The Company measures the SBA servicing assets by

estimating the present value of expected future cash flows for each

servicing asset based on their unique characteristics and market-based

prepayment assumptions This is Level input Avaluation allowance

is recorded for the amount by which the carrying amount of the servicing

asset exceeds the calculated fair value The Company had valuation

allowance of $1 18 thousand and $23 thousand on its SBA servicing

assets at December 31 2012 and 2011 respectively

In accordance with ASC 825-10-50-10 Fair Value of Financial

Instruments the Company is required to disclose the fair value of its

financial instruments The fair value of financial instrument is the

current amount that would be exchanged between
willing parties

other than in distressed sale Fair value is best determined using

observable market prices however for many of the Companys financial

instruments no quoted market prices are readily available In instances

where quoted market prices are not readily available fair value is

determined using cash flow models or other techniques appropriate

for the particular instrument These techniques involve some degree of

judgment and as result are not necessarily indicative of the amounts

the Company would realize in current market exchange Utilizing

different assumptions or estimation techniques may have material

effect on the estimated fair value

ASSETS AND LIABILITJES

2012 2011

Carrying Estimated Carrying Estimated

Amount Fair Value Amount Fair Value

Assets

Cash and due from banks 77564 77564 68773 68773

Interest-earning bank balances 92052 92052 51049 51049

Investment securities available for sale 443182 443182 515545 51 5545

Investment securities held to maturity 912 960 1344 1413

Loans receivable net 2203307 2055025 2215785 2031013

Loans held-for-sale 123005 123005 23192 23287

Hedged commercial loans 26980 30477 33670 38148

Restricted equity investments 17886 17886 15826 5826

Interest rate lock commitments on residential mortgages 847 847

Interest rate swaps 40594 40594 50355 50355

Interest rate floor 275 275 360 360

Liabilities

Demand deposits 1751183 1729671 1772386 1797554

Savings deposits 264155 262636 262044 264469

Time deposits 697886 695093 633547 638036

Securities sold under agreements to repurchase customers 1968 1968 5668 5668

Advances from FHLBNY 61415 62784 733 017

Securities sold under agreements to repurchase FHLBNY 5000 5382

Junior subordinated debentures 92786 57072 92786 46973

Fair value interest rate swaps 3503 3503 4489 4489

Interest rate swaps 40646 40646 50462 50462

Interest rate floor 275 275 360 360

Inciudes positive market value adjustment of $3.5 miliion and $4.5 mit ion at December 312012 and December 312011 respectiveiy
which is equal to the change in vaiue of reiated

interest rate swaps designated as fair value hedges of these hedged loans in accordance with FASB ASC 815
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Cash and cash equivalents For cash and cash equivalents the

carrying amount is reasonable estimate of fair value This is Level

fair value input

Investment securities For investment securities fair values are

based on combination of quoted prices for identical assets in active

markets quoted prices for similar assets in markets that are either

actively or not actively traded and pricing models discounted cash flow

methodologies or similar techniques that may contain unobservable

inputs that are supported by little or no market activity and require

significant judgment The fair value of held-to-maturity securities is

measured utilizing Level inputs

Loans receivable The fair value of loans receivable is estimated

using discounted cash flow analysis Projected future cash flows are

calculated using loan characteristics and assumptions of voluntary and

involuntary prepayment speeds For performing loans Level inputs are

utilized as the cash flow analysis is performed using available data On

the performance of similar loans Projectedcash flows are prepared

using discount rates believed to represent current market rates For

non-performing loans the cash flow assumptions are considered

Level inputs as market data is not readily available

Loans held-for-sale Loans held-for-sale includes residential

mortgage loans that are originated with the intent to sell At

December 31 201 these lcans were recorded at fair value as the

Company elected the fair value option under FASB 825 effective July

201 At December 31 2011 loans held-for-sale were recorded at

the lower of amortized cost pr lair value The fair value of loans held-for-

sale is valued using the quoted market price of such loans which is

Level input At December 31 2012 lOans held-for-sale also included

$21 .9 million of commercial real estate loans recorded at lower of cost

or estimated fair value for which the fair value was determined based

upon the agreed upon sales price with the third-party purchaser

Hedged commercial loans The hedged commercial loans are one

component of declared hedging relationship as defined under FASB

ASC 815 The Interest Rate Swap component of the declared hedging

relationship is carried at their fair value and the carrying value of the

commercial loans includes similar change in fair values The fair value

of these loans is measured utilizing Level inputs

Restrictedequilysecurities Ownership in equity securities of FRB

FHLBNY and Atlantic Central Bankers Bank is restricted and there is no

established market for their resale The carrying amount is reasonable

estimate of fair value As these securities are readily marketable the fair

value is based on Level inputs

Interest rate lock commitments on residential mortgages The

fair value of interest rate lock commitments is estimated using pricing

from existing purchase commitments on each loan in the pipeline

This value is adjusted for
pull through estimate which is determined

based on historical experience with loan deliveries from the residential

mortgage pipeline As this estimate is unobservable and can result in

significant fluctuation in the fair value determination this is considered

Level input under the fair value hierarchy

Interest rate swaps/floors and fair value interest rate swaps

The Companys derivative financial instruments are not exchange-traded

and therefore are valued utilizing models with the primary input being

readily observable market parameters specifically the LIBOR swap

curve In addition the Company incorporates qualitative fair value

adjustment related to credit quality variations between counterparties as

required by FASB ASC 820 This is Level input

Demand deposits savings deposits and time deposits The

fair value of demand deposits and savings deposits is determined by

projecting future cash flows using an estimated economic life based

on account characteristics Level input The resulting cash flow is

discounted using rates available on alternative funding sources The

fair value of time deposits is estimated using the rate and maturity

characteristics of the deposits to estimate their cash flow This cash flow

is discounted at rates for similar term wholesale funding

Securities sold under agreements to repurchase customei

The fair value is estimated to be the amount payable at the reporting

date This is considered Level input

Securities sold under agreements to repurchase FHLBNY

and FHLBNY advances The fair value is estimated through Level

inputs by determining the cost or benefit for early termination of the

individual borrowing

Junior subordinated debentures The fair value was estimated

by discounting approximate cash flows of the borrowings by yields

estimating the fair value of similar issues The valuation model

considers current market spreads known and anticipated credit losses

of the underlying collateral term and reinvestment period and market

transactions of similar issues if available This is Level input under

the fair value hierarchy

The fair value estimates presented herein are based on pertinent

information available to management as of December 31 2012 and

2011 Although management is not aware of any factors that would

significantly affect the estimated fair value amounts such amounts have

not been comprehensively revalued for purposes of these consolidated

financial statements since those dates and therefore current estimates

of fair value may differ significantly from the amount presented herein

25 RELATED PARTY TRANSACTIONS

Certain officers directors and their associates related parties

have loans and conduct other transactions with the Company Such

transactions are made on substantially the same terms including

interest rates and collateral as those prevailing at the time for other

non-related party transactions Related party activity for the years ended

December 31 2012 and 2011 is summarized as follows

SUMMARY OF LOANS TO RELATED PARTIES

At or for the Years Ended December 31 2012 2011

Balance beginning of year $57753 68259

Additions 5947 5980

Repayments 5879 64
Balance end of year 57821 57753
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Interest income earned on related party loans as $20 mullen

and $1 .7 million for the years ended December 31 2012 and 2011

repectively

Certain office space of the Company is leased frdm companies

affiliated with the Chairman of the Companys Board of Directors

under separate agreements with the Company Terms of these three

agreements at December 31 2012 are as follows

SUMMARY OF LEASES WITH AFFILIATES TO THE CHAIRMAN

OF THE BOARD OF DIRECTORS

December 312012

Expiration date

October 2027 $1136 five-year terms CPI

August 2025 506 five-yearterms Fixed

June 2029 269 five-year terms CPI

$167 five-year terms Fixed

174 five-year terms fixed

The Company believes that each of the related party transactions

described above were on terms as fair to the Company as could have

been obtained from unaffiliated third parties

Annual

Rental

Payment

Annual

Renewal Option Rental

Remaining Increases

Ths lease is recorded as $4.7 million obgation under capital ease at

December31 2012

This lease recorded as $2.9 mllion obligation under papital lease at

December31 2012

Certain office space of the Company is leased from companies

affiliated with certain Directors under separate agreements with the

Company Terms of these two agreements at December 31 2012 are

as follows

SUMMARY OF LEASES WITH AFFILIATES TO THE DIRECTORS

Annual

Rental

PaymentDecember 31 2012

Expiration date

January 2017

January 2027

Anflual

Renewal Option Rental

Remaining Increases
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Years Ended December 31

Interest expense

Management fee

Other expenses

Loss before equity in undistributed

loss of subsidiaries and income

tax benefit

Equity in undistributed loss

of subsidiaries

Income tax benefit

Net loss available to

common shareholders $50491 $67505 $1 85418
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26 CONDENSED FINANCIAL INFORMATION OF

PARENT COMPANY

The condensed financial statements of Sun Bancorp Inc are as follows

CONDENSED STATEMENTS OF FINANCIAL CONDITION

December 31 2012 2011

CONDENSED STATEMENTS OF CASH FLOWS

Assets

Cash and due from banks 17962 47614

Investments in subsidiaries

Bank subsidiaries 334584 352333

Non-bank subsidiaries 2786 2786

Accrued interest receivable and other assets 2040 1302

Total assets $357372 $404035

Liabilities and Shareholders Equity

Liabilities

Junior subordinated debentures 92786 92786

Other liabilities 1991 2166

Total liabilities 94777 94952

Shareholders equity 262595 309083

Total liabilities and shareholders equity $357372 $404035

CONDENSED STATEMENTS OF OPERATIONS

Years Ended December 31 2012 2011 2010

Operating activities

Net loss $50491 67505 $185418

Adjustments to reconcile net

loss income to net cash used

in operating activities

Undistributed loss of subsidiaries 48561 65614 182849

Stock-based compensation 75 110 2612

Change in assets and liabilities

which provided used cash

Accrued interest receivable and

other assets 1024 498 61
Accounts payable and other

liabilities 235 291 555

Net cash used in provided by

operating activities 3264 992 537

Investing activities

Payments for investments in and

advances to subsidiaries 28000 64000 103173

Net cash used in investing

activities 28000 64000 1031 73

Financing activities

Proceeds from issuance of

preferred stock and warrant 88009

Redemption of preferred stock 88009

Preferred stock issuance costs 7495
Prooedds from issuance of

common stock 1612 100077 106839

Net cash provided by financing

activities 1612 100077 99344

Net decrease increase in cash 29652 35085 3292

Cash beginning of year 47614 2529 15821

Cash end of year 17962 47614 12529

2012 2011 2010

2594 2997 4117

3438 5172 6936

3791 5054 6734

2947 2879 3915

48560 65614
1.016 988

182850

1.347



SUMMARIZED QUARTERLY FINANCIAL DATA .UNAUDITED

The following table presents sUmmarized quarterly data for 2012 and 2011 amounts are in thousands except per share amounts

QUARTERLY DATA

Three Months Ended December 31 September 30 June 30 March31

2012

Interest income 28155 $28469 $29402 29407

Interest expense 4174 4135 4519 4757

Net interest income 23981 24334 24883 24650
Provision for loan losses 24154 1868 510 30683

Non interest income 6816 9588 7527 5519
Non interest expense 31597 30860 30587 27564

Loss income before income taxes 24954 1194 1313 28078
Income tax expense benefit 34

Net loss income available to common shareholders $24954 1228 1313 28078

Loss per common sharebasic 0.29 0.01 0.02 0.33

Loss per common sharediluted 29 01 002 33

2011

Interest income 30 816 $31 510 $32 305 32049

Interest expense 5087 329 5813 923

Net interest income 25 729 26 181 26 492 25 126

Provision for loan losses 826 321 836 60 283

Non interest income loss 804 770 993 099
Non-interest expense 27226 26973 28244 27782

Loss income before income taxes 1519 2657 595 67038
Income tax expense benefit 23 29

Net loss income available to common shareholders 1519 2680 1599 67067

Loss per common sharebasic .02 .03 .02 1.25

Loss per common share-diluted .02 .03 .02 1.25

During the fourth quarter of 2012 the $24.2 million of provision for loan losses recorded by the Company included $6.7 milton relating to accelerated resolutions of three non-

performing commercial real estate relationships $5.9 million for the transfer of commercial real estate ioans to held-for sale and $4.3 million for additional reserves required fromthe

impact of Hurricane Sandy

During the first
quarter 2011 the Company recognized negative fair value credit adjustments of $8.4 million and pre-tax Ofli charge of $250 thousand on single-issuer trust

preferred security

Basic and diluted loss per share are computed independently for each of the quarters presented Consequently the sum of the quarters may not

equal the annual loss per share
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COMMON STOCK PRIcE RANGE AND DIVIDENDS UNAUDITED

Shares of the Companys common stock are quoted on the NASDAQ

Global Select Market under the symbol SNBC The following table sets

forth the high and low sale prices adjusted for stock dividends for the

common stock for the calendar quarters indicated as published by the

NASDAQ Stock Market

COMMON STOCK PRICE RANGE

High Low

2012

Fourth Quarter $3.55 $2.80

Third Quarter $3.39 $2.56

Second Quarter $3.62 $2.21

First Quarter $3.69 $2.40

2011

Fourth Quarter $3.17 $2.18

Thirti Quarter $3.80 $2.33

Second Quarter $3.96 $3.25

First Quarter $4.95 $3.05

There were 926 holders of record of the Companys common stock as

of March 2013 This number does not reflect the number of persons

or entities who held stock in nominee or street name through various

brokerage firms At March 2013 there were 86258106 shares of

the Companys common stock outstanding

To date the Company has not paid cash dividends on its common

stock Future declarations of dividends by the Board of Directors would

depend upon number of factors including the Companys and the

Banks financial condition and results of operations investment

opportunities available to the Company or the Bank approval of the

0CC capital requirements regulatory limitations tax considerations the

amount of net proceeds retained by the Company and general economic

conditions No assurances can be given that any dividends will be paid

or if payment is made will continue to be paid

The ability of the Bank to pay dividends to the Company is controlled

by certain regulatory restrictions Generally dividends declared in

given year by national bank are limited to its net profit as defined by

regulatory agencies for that year combined with its retained net income

for the preceding two years less any required transfer to surplus or to

fuqd for the retirement of any preferred stock Irt addition anational

bank may not pay any dividends in an amount greater than its undivided

profits and national bank may not declare any dividends if such

declaration would leave the bank inadequately capitalized Therefore

the ability of the Bank to declare dividends will depend on its future

net income and capital requirements Also banking regulators have

indicated that national banks should generally pay dividends only out of

current operating earnings Further per the 0CC Agreement dividend

may only be declared if it is in accordance with the approved capital

plan the Bank remains in compliance with the capital plan following

the payment of the dividend and the dividend is approved by the 0CC

As result of these restrictions the amount available for payment of

dividends to the Company by the Bank totaled $0 at December 31 2012

SUN BANCORP INC



STOCK PERFORMANCE UNAUDITED

The following table provides stock performance graph comparing cumulative total shareholders return on the Common Stock with the

cumulative total shareholder return on stocks of all U.S companies that trade on the NASDAQ Stock Market and the cumulative total shareholder

return on stocks included in the NASDAQ Bank index as prepared for the NASDAQ by the Center for Research in Security Prices CRSP at the

University of Chicago All investment comparisons assume the investment of $1 00 at December 31 2007 The cumulative returns for the NASDAQ

Stock Market and the NASDAQ Bank index are computed assuming the reinvestment of dividends

CUMULATIVE TOTAL RETURN

Sun Bancorp Inc

CRSP NASDAQ U.S Companies

CRSP NASDAQ Bank index

Comparison of Year Cumulative Total Return

Assumes Initial Investment of $100

December 2012

12/31/07 12/31/08 12/31109 12/31/10 12/31/11 12/31/12

December 31 2007 2008 2009 2010 2011 2012

CRSP NASDAQ U.S Companies $100.0 $60.0 $87.2 $103.1 $102.3 $120.4

CRSP NASDAQ Bank index 00.0 78.5 65.7 74.9 67.1 79.6

Sun Bancorp Inc 11 100.0 49.8 26.2 32.4 16.9 24.7

The cumulative return for Sun Bancorp Inc reflects 5% stock dividend paid in May 2007 May 2008 and May 2009 and has been calculated based on the historical closing prices

of $15.78 $7.49 $3.75 $4.64 $2.42 and $3.54 on December31 2007 2008 2009 2010 2011 and 2012 respectively

There can be no assurance that the Companys future stock performance will be the same or similar to the historical stock performance shown in

the table The Company neither makes nor endorses any predictions as to the stock performance

ADDITIONAL INFORMATION

The Companys Annual Report on Form 10-K excluding exhibits for the fiscal year ended December 31 201 is available without charge upon

written request to Sun Bancorp Inc Shareholder Relations 226 Landis Avenue Vineland NJ 08360
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CORPORATE DIRECTORY

SUN BANCORF INC and SUN BANCORP INC SUN NATIONAL BANK

SUN NATIONAL BANK

Directors Executive Management Executive Management

Bernard Brown Bernard Brown Thomas Geisel

Chairman of the Board Chairmanof the Board President and Chief Executive

Officer

Sidney Brown Sidney Brown

Vice Chairman of the Board Vice Chairman of the Board Thomas Brugger

Executive Vice President and

Thomas Geisel Thomas Geisel Chief Rnancial Officer

President and Chief Executive Officer President and Chief Executive

Officer Michele

Wilbur Ross Jr Executive Vice President and

Thomas Brugger Chief Administrative Officer

Peter Galetto Jr Executive Vice President and

Risk Committee Chair Chief Financial Officer Bradley Fouss

Executive Vice President and

Eli Kramer Director of Wholesale Banking

Compensation/Personnel Committee Chair

Edward Malandro

William Marino Executive Vice President and

Nominating and Corporate Governance Director of Consumer Banking

Committee Chair

Albert Celini

Anthony Coscia Executive Vice President and

ALCO/In vestment Committee Chair Chief Risk Officer

Jeffrey Brown Angelo Valletta

Senior Vice President and

Anne Koons Chief Information Officer

Philip
Norcross

Steven Kass

Audit Committee Chair

Execullve Committee

CORPORATE INFORMATION

Investor Relations Contact Transfer Agent Website

Thomas Brugger Computershare sunnationalbank.com

856 690-4233 Stock Transfer Department

tbrugger@sunnb.com Canton Massachusetts

800 568-3476
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SUN BANCORP INC AND SUBSIDIARIES

LOCATIONS
Passec

BeWan

Warret

Essex

Btoonffiekt
Hudson

UnIOn

Hunterdon

Pevnstgton

SHotland

PennlngtonS

Lawrencee
Bucks We

Montgomery
Trenton

Metter Manat

HamiIton

Ft

Plymouth

Meeting

Philadelphia

Ocean
Toms River

Cher

Collingswoo
LenOke Harbor

Logan Twp

Tomerevilte

Garneys Point

Gleucester Manahswkin

krtcln5

Salem
Mystic Island

Brigantine

Atlantic City

Vtneiand Atlantic City South

Bridgeton 4th LandiSU East Landis
Ventnor South

Somer
MitIstle mstahoe

Cumberfand

Cape May

Cape May Court House
North Wildwood

Rio Grands
Wildwood Drive-thru

Cape May

SUN BPNCORP INC

Corporate Headquarters

Executive Office

Community Banking Center CBC
Drive-Thru

Commercial Lending Center

Sun Home Loans SHL
CBC/Commercial Lending Center

CBC/Sun Home Loans

SHL/Commercial Lending Center



This page intentionally left blank



This page intentionally left blank



This page intenonälIy left blank



QSun
Bancorp Inc

226 Landis Avenue

Vineland NJ 08360

800691.7101

sunnationalbank.com

Member FDIC

Nasdaq SNBC


